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Executive  Summary 


In  the  Balanced  Budget  Act  of  1997  (BBA),  the  Congress  enacted  an  unprecedented  array  of  Medicare 
reforms.  Among  these  were  two  broad  policy  initiatives.  One  established  a  new  program  called 
Medicare+Choice,  which  will  substantially  expand  beneficiaries'  choices  by  allowing  more  t\pes  of 
private  health  plans  to  offer  Medicare  coverage.  The  other  major  initiative  made  important  changes 
in  the  traditional  program,  requiring  the  Secretary  of  Health  and  Human  Services  to  develop  and 
implement  prospectiv  e  payment  systems  for  a  variety  of  providers.  Both  initiatives  raise  main'  difficult 
issues  that  the  Secretary  will  have  to  resolve  in  regulations  over  the  next  three  vears.  Moreov  er,  they 
may  spur  changes  in  the  way  health  plans  and  providers  organize  and  deliver  care  and  also  substantially 
alter  the  volume,  mix,  and  site  of  care  for  some  beneficiaries. 

The  Medicare  Payment  Advisory  Commissions  (MedPAC)  March  report  to  the  Congress  made  recom- 
mendations on  payment  policy  issues.  In  this  report.  MedPAC  explores  a  variety  of  important  issues 
that  must  be  addressed  as  policy  reforms  are  applied.  The  report  describes  the  context  for  policymak- 
ing and  illustrates  the  range  of  questions  the  Commission  will  examine  more  fully  in  future  work. 

The  report  begins  with  a  chapter  that  highlights  the  major  issues  and  themes  raised.  The  remaining 
nine  chapters  are  organized  into  three  sections.  The  first  includes  two  chapters  that  explore  a  range 
of  issues  that  will  arise  in  implementing  die  Medicare+Choice  program,  as  well  as  broader  concerns 
related  to  protecting  beneficiaries'  rights  and  improving  the  quality  of  care  throughout  the  Medicare 
program.  These  chapters  survey  a  number  of  challenges  policymakers  face  in  developing  operational 
standards  and  data  reporting  requirements  for  a  diverse  set  of  plans,  and  in  providing  comparative 
information  to  help  beneficiaries  choose  among  the  available  options. 

The  chapters  in  the  second  section  examine  service  utilization  patterns  across  related  ambulator)' 
care  settings  and  across  post-acute  care  settings.  These  are  areas  in  which  there  is  the  potential  for 
substitution  of  care  across  sites  and  where  Medicare  payment  policies  may  influence  where  care  is 
provided.  These  chapters  are  intended  to  establish  a  benchmark  against  which  the  effects  of  changes 
enacted  in  the  BBA  can  be  compared. 

The  last  section  of  the  report  addresses  selected  access  and  quality  outcomes  for  beneficiaries.  One 
chapter  examines  access  to  care  and  discusses  the  need  for  better  measures  of  access  as  well  as  more 
sensitive  surveillance  methods.  A  second  chapter  examines  enrollment  of  disabled  and  chronically  ill 
people  in  Medicare's  risk  plans,  and  asks  how  Medicare  can  structure  payments  to  give  such  beneficia- 
ries the  same  choices  to  enroll  in  coordinated  care  plans  that  relatively  healthier  beneficiaries  have. 
The  last  chapter  introduces  a  new  topic  for  MedPAC.  care  at  the  end  of  life.  It  argues  that  Medicare 
currently  gives  few  incentives  to  provide  high-quality,  appropriate  care,  and  sets  the  stage  for  further 
work  by  the  Commission  in  this  area. 
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Chapter  1 


Implementing  New 
Medicare  Policies 


In  the  Balanced  Budget  Act  of  1997  (BBA),  the  Congress  enacted  unprecedented 
reforms  in  Medicare's  policies.  These  reforms  are  intended  to  expand  beneficia- 
ries' choices  among  private  health  plans  by  creating  the  new  Medicare+Choice 
program,  and  to  strengthen  Medicare's  financial  viability  by  changing  provider 
pavment  policies  in  the  traditional  fee-for-serviee  program.  To  reach  these  goals, 
the  Health  Care  Financing  Administration  (HCFA)  wall  be  developing  and 
implementing  a  wide  range  of  regulations  over  the  next  three  years. 


In  its  first  report  to  the  Congress,  the  Medicare  Pavment 
Advisory  Commission  (MedPAC)  provided  analyses  and 
recommendations  regarding  many  Medicare  payment  policv 
issues  that  must  be  resolved  to  implement  the  BBA  (MedPAC 
1998).  In  this  report,  the  Commission  explores  a  varietv 
of  other  important  issues  that  must  be  addressed  as  policv 
reforms  are  applied.  MedPAC  is  not  making  specific  recom- 
mendations at  this  time.  Rather,  this  report  is  intended 
to  provide  background  information  and  analyses  that  wall 
help  policymakers  understand  the  scope  and  complexity  of 
the  many  challenges  that  lie  ahead.  These  include  identifying 
and  developing  the  new  tools  and  data  needed  to  resolve 
a  broad  array  of  difficult  issues  and  building  monitoring 
systems  that  will  detect  promptly  any  access  or  quality 
problems  that  may  arise  as  new  policies  are  implemented. 

The  chapters  in  this  report  are  divided  into  three  sections. 
The  first  of  these  includes  two  chapters  that  focus  primarily 
on  issues  that  HCFA  will  have  to  resolve  in  implementing  the 
new  Medicare+Choice  program.  This  section  also  examines 
broader  concerns  related  to  establishing  beneficiary  protec- 
tions and  improving  the  quality  of  care  in  both  the 


Medicare+Choice  and  traditional  fee-for-service  programs. 
The  next  section  comprises  four  chapters  that  furnish  informa- 
tion and  analyses  regarding  the  distribution  of  services  and 
episodes  of  care  among  ambulatory  care  and  post-acute  care 
settings.  These  chapters  highlight  important  issues  that  arise 
in  attempting  to  implement  prospective  pavment  systems  for 
specific  types  of  providers  when  the  services  they  furnish  also 
may  be  provided  in  other  types  of  facilities.  The  final  section 
consists  of  three  chapters  that  present  baseline  data  and  analy- 
ses of  various  outcomes  experienced  by  Medicare  beneficiaries 
before  the  new  policies  are  implemented. 

This  chapter  provides  an  overview  of  the  major  issues  and 
themes  raised  throughout  the  report.  It  begins  with  a  review 
ol  the  policy  context  leading  to  enactment  of  the  BBA  and  a 
summary  of  its  key  Medicare  provisions.  This  is  followed  by 
a  brief  discussion  of  conclusions  that  flow  from  the  overall 
content  of  the  report.  The  last  three  parts  identify  and  discuss 
important  themes  raised  in  each  major  section. 


!  Ambulatory  care  settings  include  hospital  outpatient  facilities,  ambulatory  surgery  centers,  and  physicians'  offices,  as  well  as  a 
variety  of  clinics  and  specialty  service  providers.  Post-acute  care  settings  comprise  inpatient  rehabilitation  facilities,  long-term  care 
hospitals,  skilled  nursing  facilities,  home  health  agencies,  and  outpatient  rehabilitation  facilities  that  provide  skilled  nursing  care 
and  rehabilitation  services  to  assist  recovery  following  acute  illness  or  injury. 
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THE  POLICY  CONTEXT 

In  the  past  decade,  profound  changes  in  the  private  health 
care  financing  and  delivery  system  have  expanded  the  range 
of  health  insurance  plans  available  to  employers,  workers,  and 
individual  purchasers.  Increased  competition  among  health 
plans  has  altered  the  traditional  relationships  between  pur- 
chasers and  insurers,  as  well  as  those  among  payers,  providers, 
and  consumers.  These  changes  generally  have  been  credited 
for  the  recent  unprecedented  slowdown  in  the  growth  of 
health  care  spending.  Overall,  the  reforms  Congress  enacted 
in  the  BBA  are  intended  to  capture  many  of  the  benefits  of 
these  private  innovations  for  Medicare  beneficiaries,  while 
improving  the  financial  viability  of  the  program. 

Private  Sector  Innovations 

Facing  pressure  from  employers  seeking  to  reduce  their 
costs,  private  insurers  have  developed  and  refined  new  health 
plans,  expanding  the  range  of  insurance  products  available. 
These  plans,  including  health  maintenance  organizations 
(HMOs),  indemnity  insurance  built  around  preferred  provider 
organizations  (PPOs),  and  point-of-service  (POS)  plans,  use  a 
variety  of  managed  care  techniques  to  alter  the  quantity,  mix, 
and  cost  of  care. 

Most  plans  now  incorporate  some  combination  of  contracting 
selectively  with  providers,  negotiating  payment  discounts, 
preauthorizing  costly  services,  and  reviewing  service  utilization 
and  claims.  Plans  that  have  a  provider  network,  like  PPOs 
and  POSs,  often  permit  enrollees  to  use  non-network 
providers,  but  impose  differential  deductibles  and  copayments 
that  give  enrollees  financial  incentives  to  stay  within  the 
network.  Many  plans  also  require  providers  to  bear  some 
of  the  financial  consequences  of  their  treatment  decisions. 
Under  these  arrangements,  enrollees  are  encouraged  to 
choose  less  costly  providers  and  services,  and  providers  face 
strong  incentives  to  avoid  unnecessary  care  while  keeping 
prices  and  costs  down. 

In  addition,  many  large  employers  (and  some  smaller  ones) 
have  elected  to  offer  their  employees  self-insured  health 
benefit  plans  under  provisions  of  the  Employee  Retirement 
Income  Security  Act  (ERISA).  In  most  instances,  employers 
pay  providers  for  covered  services  furnished  to  plan  enrollees 
through  a  contract  with  a  health  insurer  or  commercial 
benefits  administrator,  which  handles  claims  processing 
and  utilization  review. 

Employers  have  also  changed  the  types  of  plans  they  offer 
their  employees  and,  when  given  a  choice,  workers  have 
altered  their  selection  among  plan  types  (Gabel  ei  al.  1997). 
About  one-half  of  all  large  employers,  and  a  much  lower 


proportion  of  small  ones,  give  their  employees  a  choice  among 
two  or  more  health  plans.  Except  for  workers  employed  by 
very  small  firms  (fewer  than  10  employees),  the  proportion 
of  covered  workers  enrolled  in  conventional  indemnity  plans 
plummeted  from  more  than  two-thirds  in  1988  to  less  dian 
one-third  in  1996,  as  employers  and  workers  substituted 
coverage  in  managed  care  plans. 

People  enrolled  in  managed  care  plans  generally  use  a  differ- 
ent mix  of  health  services,  with  less  inpatient  hospital  care 
and  more  ambulatory  care,  than  those  enrolled  in  traditional 
indemnity  insurance  plans  (Gabel  1997).  Consequently,  the 
rapid  growth  of  managed  care  enrollment  has  helped  alter  the 
demand  for  hospital  inpatient  and  outpatient  services.  Acute 
care  hospitals  facing  changes  in  the  demand  for  care,  selective 
contracting,  and  strong  pressure  for  payment  discounts  have 
succeeded  in  restraining  their  costs.  Remarkably,  from  1993  to 
1996,  hospital  costs  per  adjusted  admission  rose  more  slowly 
than  either  the  prices  of  inputs  needed  to  produce  care  or 
economy-wide  inflation  (MedPAC  1998,  Volume  II,  Chapter  4). 

The  rapid  spread  of  managed  care  plans  also  has  profoundly 
affected  the  relationships  between  insurers  and  providers,  as 
well  as  those  among  providers  (PPRC  1995,  1996).  The  use 
of  selective  contracting,  utilization  review,  practice  protocols, 
and  capitation  payment  has  put  pressure  on  physicians  to 
furnish  fewer  services  and  improve  die  coordination  and 
management  of  care,  thereby  altering  the  way  in  which 
physicians  practice.  This  has  raised  concerns,  however,  about 
the  potential  effects  on  patients'  access  to  services  and  the 
quality  of  the  care  they  receive. 

Reforms  Enacted  in  the  BBA 

The  Medicare  program  is  intended  to  protect  aged  and 
disabled  people  from  the  financial  burden  of  illness  and 
ensure  that  beneficiaries  have  access  to  appropriate  health 
care  services  of  reasonable  quality.  To  f  ulfill  these  goals,  the 
program  plays  dual  roles  as  both  a  purchaser  of  insurance  and 
an  insurer.  As  a  purchaser  under  the  so-called  risk  program, 
Medicare  pays  a  monthly  capitation  amount  on  behalf  of  bene- 
ficiaries who  choose  to  enroll  in  a  participating  private  health 
plan.  Plans  in  turn  agree  to  cover  all  of  Medicare  s  standard 
benefits.  Prior  to  the  BBA,  only  HMOs  and  closely  related 
plans  were  permitted  to  participate.  Although  enrollment 
in  risk  plans  grew  slowly  for  many  years,  it  has  accelerated 
rapidly  in  the  last  few  years.  In  1997,  13  percent  of  Medicare 
beneficiaries  were  enrolled  in  risk  plans,  accounting  for  an 
estimated  $24  billion,  about  12  percent  of  total  program 
expenditures. 
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As  an  insurer.  Medicare  pavs  health  care  pro\iders  for  serxiees 
furnished  to  beneficiaries  who  remain  in  the  traditional 
fee-for-serxice  program.  The  program  uses  a  wide  variety  of 
methods  to  determine  the  paxment  a  proxider  will  receive, 
including  prospective  paxment  (inpatient  care  in  general  acute 
care  hospitals),  fee  schedules  (phxsician  services,  laboratory 
tests,  certain  radiology  procedures,  and  durable  medical 
equipment),  and  cost  reimbursement  (most  other  seniees). 
Generally,  the  method  and  amount  of  paxment  differ  accord- 
ing to  the  service,  the  proxider.  and  the  setting  in  which  the 
service  is  furnished.  In  most  instances,  beneficiaries  who  use 
services  are  responsible  for  a  portion  of  the  paxment  to  the 
proxider:  the  amount  is  determined  bx-  defined  deductibles 
and  copayments.  In  1997.  87  percent  of  Medicare  beneficia- 
ries xvere  still  in  the  traditional  program,  which  spent  an 
estimated  S1S1  billion  on  their  behalf,  representing  88 
percent  of  total  program  spending. 

In  the  BBA,  the  Congress  mandated  major  reforms  in 
Medicares  roles  as  both  purchaser  and  insurer.  The  laxv  cre- 
ates a  nexv  managed  care  program  called  Medicare+Choice, 
which  substantiahY  expands  options  for  beneficiaries  bx'  allow- 
ing  a  xvider  array  of  private  health  plans  to  offer  coverage  to 
Medicare  enrollees.  Under  this  program,  beneficiaries  xxill 
be  able  to  choose  among  a  variety  of  coordinated  care  plans, 
including  HMOs  (xvith  or  xvithout  a  point-of-serxice  option), 
PPOs,  and  plans  offered  by  proxider-sponsored  organizations 
i  PSOs).  In  addition,  beneficiaries  may  enroll  in  a  priv  ate 
fee-for-serxice  plan  or  a  high-deductible  plan  xvith  a  medical 
savings  account  (MSA).  As  in  the  risk  program,  enrollment 
options  generally  will  be  limited  to  plans  that  serve  the  area 
(usually  the  county)  in  which  the  beneficiary  resides. 

The  BBA  also  made  substantial  changes  in  the  traditional 
fee-for-serxice  program,  reducing  future  paxment  increases 
for  some  proxiders  and  requiring  the  Secretary  of  Health  and 
Human  Services  (HHS)  to  develop  and  implement  prospective 
payment  systems  (PPS)  for  a  variety  of  proxiders  prexiously 
reimbursed  on  a  cost  basis.  Skilled  nursing  facilities  xvill  begin 
a  transition  to  prospective  payment  on  July  1,  1998;  HCFA 
xvill  implement  a  PPS  for  hospital  outpatient  services  begin- 
ning on  January  1,  1999;  and  paxment  systems  for  inpatient 
rehabilitation  facilities  and  home  health  agencies  are  sched- 
uled to  begin  on  October  1,  1999.  Outpatient  rehabilitation 
providers,  including  hospital  outpatient  departments, 
rehabilitation  agencies,  and  comprehensive  outpatient 
rehabilitation  facilities,  will  be  paid  on  a  fixed-price  basis 
using  Medicare's  physician  fee  schedule  beginning  on 
January  1,  1999. 


OVERALL  THEMES 

The  chapters  of  this  report  examine  a  range  of  disparate 
topics,  indicating  the  enormous  scope  and  complexity  of  the 
tasks  that  must  be  completed  to  implement  the  provisions  of 
the  BBA.  A  huge  effort  will  be  required  just  to  develop  all  of 
the  initial  regulations.  This  is  partly  due  to  the  sheer  number 
of  policies  that  must  be  developed  and  articulated.  But  it  is 
also  because  many  of  these  changes,  though  simple  in  concept, 
are  quite  complex  in  practice,  or  are  interrelated  with  others 
in  complicated  ways.  Moreover,  available  data  and  knowledge 
are  often  limited,  creating  uncertainty  in  selecting  among 
policy  options. 

Under  tiiese  circumstances,  some  regulator)'  decisions  (and 
some  provisions  of  the  law,  as  well)  are  likely  to  produce 
unintended  outcomes.  Consequently,  even  after  the  initial 
regulations  are  put  in  place,  a  further  sustained  effort  will 
be  required  to  monitor  their  effects  and  make  appropriate 
revisions.  Thus,  the  BBA  has  greatly  expanded  HCFAs  (and 
the  Commission's)  responsibilities  in  both  the  short-  and  the 
long-term. 

In  meeting  its  responsibilities,  HCFA  will  have  to  resolve  a 
broad  range  of  difficult  issues.  For  instance,  regulation  of  the 
various  types  of  private  health  plans  that  may  participate  in 
the  Medicare+Choice  program  is  mainly  intended  to  protect 
beneficiaries'  interests.  Dev  eloping  specific  plan  standards, 
data  reporting  requirements,  and  other  rules,  however, 
involv  es  balancing  the  potentially  conflicting  interests  of  bene- 
ficiaries, providers,  and  health  plans.  Similarly,  developing 
and  implementing  prospective  payment  systems  for  various 
post-acute  care  providers  may  require  trade-offs  between 
policy  objectives.  For  instance,  payment  policies  should  avoid 
creating  financial  incentives  that  favor  one  setting  for  care 
over  another,  but  efforts  to  achieve  this  objective  may  weaken 
incentives  that  discourage  the  provision  of  unnecessary  care. 

The  difficulty  of  resolving  such  issues  is  frequently  com- 
pounded by  inadequate  data  and  knowledge.  Many  of  the 
issues  discussed  in  this  report  highlight  the  limits  of  current 
knowledge  about  important  beneficiary  and  provider  behav- 
iors. Neither  the  factors  that  affect  beneficiaries'  choices 
among  health  plans  nor  those  that  influence  utilization 
patterns  for  post-acute  care  services,  for  example,  are 
presently  well  understood. 
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In  some  cases,  gaps  in  current  knowledge  mav  be  filled  as 
new  data  reporting  requirements  are  implemented.  In  other 
instances,  however,  it  is  clear  that  direct  answers  to  the  rele- 
vant questions  will  be  difficult  or  perhaps  too  costly  to  obtain. 
For  example,  it  will  be  nearly  impossible  to  forecast  accurately 
how  new  payment  systems  for  post-acute  care  facilities  will 
af  fect  choices  among  care  settings  or  service  volume. 

As  a  result,  many  decisions  will  have  to  be  made  in  an 
environment  of  uncertainty.  If  past  experience  is  any  guide, 
the  initial  application  of  many  new  policies  will  be  followed 
by  a  lengthy,  iterative  process  of  assessment,  policy  revision, 
and  reassessment.  Monitoring  systems  will  be  essential  to 
detect  undesirable  events  and  signal  policy  makers  when 
changes  are  needed. 

The  resources  available  to  carry  out  this  work,  however,  are 
limited.  Consequently,  a  major  challenge  for  analysts  and 
policymakers  during  the  next  few  years  will  be  to  identify  the 
most  important  questions  and  find  the  means  to  address  them. 
The  sections  that  follow  highlight  the  key  themes  and  issues 
raised  in  this  report.  A  critical  task  for  the  Commission  will 
be  to  consider  these  issues,  along  with  the  many  others  raised 
in  its  March  report,  and  develop  priorities  for  future  work. 

IMPROVING  BENEFICIARY  CHOICE  AND 
SAFEGUARDING  QUALITY 

This  section  of  the  report  includes  two  chapters  that  focus 
primarily  on  a  wide  range  of  issues  that  must  be  resolved 
in  implementing  the  Medicare+Choice  program.  Chapter  2 
examines  concerns  related  to  developing  plan  standards  for 
the  various  coordinated  care,  private  fee-for-service,  and  MSA 
plans  that  are  permitted  to  participate  in  Medicare+Choice. 
It  also  discusses  new  enrollment  and  disenrollment  rules, 
as  well  as  questions  about  disseminating  information  on  plan 
characteristics  and  performance  to  help  beneficiaries  choose 
among  their  Medicare+Choice  and  traditional  Medicare 
options.  Chapter  3  considers  issues  that  arise  in  implementing 
consumer  protections,  and  those  related  to  measuring  and 
improving  the  quality  of  care  in  both  Medicare+Choice  and 
traditional  Medicare. 

The  issues  examined  in  these  chapters  suggest  two  major 
themes,  both  related  to  assumptions  that  are  critical  to  the 
success  ol  the  Medicare  +  Choice  program.  One  is  the  chal- 
lenge oi  effectively  educating  and  inlorming  beneficiaries 
about  the  nature  and  v  alue  of  the  options  available  in  their 
local  market  areas.  The  second  concerns  the  difficulty  of 
achieving  equity  regarding  access  and  quality  issues  both 
within  the  Medicare+Choice  program  and  between  that 
program  and  its  traditional  fee-for-service  counterpart. 


Both  of  these  themes  flow  from  the  rationale  for  the 
Medicare+Choice  program,  which  is  based  on  some  of  the 
benefits  of  competitive  behavior.  Medicare+Choice  plans  are 
expected  to  compete  vigorously  for  beneficiaries  by  offering 
additional  benefits  (such  as  services  not  covered  by  Medicare, 
or  reduced  copayments)  at  substantially  lower  cost  than 
supplemental  insurance,  and  by  providing  high  quality  care 
as  well  as  good  customer  service.  Enrollees  will  benefit  from 
additional  coverage  or  reduced  financial  liability,  while  poten- 
tially giving  up  some  freedom  to  choose  providers  for  care. 
Medicare  could  benefit  modestly  if  risk  adjustment  of  plan 
payments  is  effective  in  reducing  the  extent  to  which  plans 
are  overpaid  when  beneficiaries  with  below  average  costs 
enroll  (MedPAC  1998,  Volume  I,  Chapter  3).  The  program 
may  also  benefit  indirectly  if  the  additional  weight  of  Medicare 
enrollment  in  managed  care  plans  spurs  more  rapid  adoption 
of  efficient  practices  among  providers.  This  would  create 
longer-term  savings  in  the  traditional  program,  which  in 
turn  would  affect  payments  to  Medicare+Choice  plans. 

To  realize  these  benefits,  however,  HCFA's  policies  must  avoid 
giving  advantages  to  some  types  of  plans  relative  to  others.  In 
addition,  beneficiaries  must  be  able  to  choose  wisely  among 
locally  available  options. 

Informing  Beneficiaries  About  Their  Options 

Informing  beneficiaries  about  their  options  is  likely  to  prove 
challenging  for  several  reasons.  First,  little  is  known  about 
what  information  elderly  and  disabled  people  find  useful 
in  evaluating  alternative  health  plans  including  traditional 
Medicare.  Comparisons  of  health  insurance  options  are  inher- 
ently difficult,  because  each  one  has  multiple  features.  Like 
other  people.  Medicare  beneficiaries  probably  will  want  to 
consider  a  variety  of  general  and  specific  factors  for  each 
option  or  plan.  General  factors  include  measures  of  cost,  such 
as  required  premium  payments  and  likely  out-of-pocket  costs, 
covered  benefits,  and  indicators  of  plan  performance,  like  ease 
oi  access  to  and  expected  quality  of  care.  Specific  factors  also 
may  be  influential,  such  as  whether  a  beneficiary's  personal 
physician  participates  in  a  plan.  HCFA  will  have  to  determine 
what  information  beneficiaries  want,  and  how  to  collect, 
validate,  and  summarize  it  in  the  most  useful  way. 

A  related  challenge  arises  from  the  diversity  of  the  Medicare 
population,  which  includes  relatively  healthy  people,  and 
vulnerable  groups,  such  as  people  with  cognitive  impairments 
and  those  with  chronic  illnesses.  These  groups  are  likely  to 
have  diverse  health  care  needs  and  focus  on  different  points 
of  comparison  among  options.  In  addition,  some  beneficiaries 
will  need  assistance  in  using  even  the  simplest  comparative 
information. 
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Third,  the  resources  available  to  inform  beneficiaries  are 
limited.  The  Congress  appropriated  onlv  about  one-half  of 
the  funds  originally  authorized  for  disseminating  comparative 
information  to  beneficiaries.  Yet  manv  have  expressed  concern 
about  whether  even  full  funding  would  be  adequate  ( Senate 
Special  Committee  on  Aging  1998). 

Achieving  Equity  Among  Options 

The  challenge  of  maintaining  equitable  treatment  regarding 
access  and  quality  issues  among  Medicare+Choice  plans, 
and  between  those  plans  and  traditional  Medicare,  is  closelv 
related  to  the  problem  just  described.  The  need  to  provide 
beneficiaries  with  plan-specific  access  and  quality  indicators 
raises  equity  concerns  at  two  levels.  First,  because  of  structural 
differences  among  plans,  obtaining  comparable  access  and 
quality  data  may  be  much  more  difficult  and  expensive  for 
some  types  of  plans  than  for  others.  Second,  although  Medicare 
has  an  equal  obligation  to  ensure  reasonable  quality  of  care  in 
both  Medicare+Choice  and  the  traditional  program,  its  ability 
to  do  so  is  likelv  to  van-  for  the  same  reasons. 

Problems  regarding  access  to  and  quality  of  care  exist  in  both 
the  managed  care  and  fee-for-senice  portions  of  Medicare. 
Measuring  plan-specific  performance  generally  will  be  easier 
(but  not  easy)  under  Medicare+Choice,  because  a  plan  is 
responsible  for  meeting  each  enrollee's  health  care  needs. 
This  provides  a  focal  point  for  data  collection,  and  for  action  if 
problems  are  identified.  Data  collection  and  quality  assurance 
are  likely  to  be  more  difficult  and  expensive  for  private  fee-for- 
service  and  MSA  plans  than  for  coordinated  care  plans.  This  is 
because  fee-for-senice  and  MSA  plans  will  generally  have  only 
a  limited  relationship  with  the  providers  that  furnish  care  to 
their  enrollees.  Without  special  efforts,  these  plans  will  receiv  e 
only  claims  information  from  providers,  and  MSA  plans  mav 
receive  claims  only  after  the  high  deductible  amount  is 
exceeded.  The  burden  of  data  collection  and  quality  assurance 
may  also  be  greater  for  some  coordinated  care  plans,  especially 
those  that  contract  with  providers  on  a  capitated  basis. 
Consequently,  requiring  similar  access  and  quality  indicators 
from  all  Medicare  +  Choice  plans  will  result  in  dissimilar 
burdens. 

The  same  kinds  of  difficulties  exist  in  traditional  Medicare, 
particularly  if  the  objective  is  to  provide  comparative  access 
and  quality  data  for  individual  providers  in  each  local  area. 
As  a  result,  it  is  not  clear  that  equitable  comparisons  can  be 
made  across  all  options. 


These  problems  suggest  the  need  to  dev  elop  alternative 
strategies  for  promoting  improvements  in  access  and  quality. 
One  approach  would  be  to  educate  beneficiaries  about  differ- 
ences in  dieir  roles  and  responsibilities  under  the  various 
options.  Traditional  Medicare,  for  instance,  attempts  to  ensure 
access  to  care  bv  allowing  participation  by  virtually  all  licensed 
providers  who  are  willing  to  accept  Medicare  patients.  Quality 
assurance  rests  primarily  on  survey  and  accreditation  require- 
ments, and  limited  reviews  of  senices  furnished.  Under  these 
circumstances,  beneficiaries  bear  most  of  the  responsibility 
for  monitoring  their  care.  This  could  also  be  applied  to  private 
fee-for-service  and  MSA  plans  under  Medicare+Choice. 

A  longer-term  strategy  might  focus  on  the  development  of 
improved  quality  assurance  tools  for  fee-for-senice  systems. 
Provider-focused  quality  monitoring  systems  developed  bv 
some  states,  such  as  New  York  and  Pennsylvania,  may  provide 
a  starting  point  for  considering  new  methods.  In  addition, 
attention  should  be  focused  on  ways  of  creating  incentives 
for  better  management  of  care,  especially  for  beneficiaries 
with  chronic  illnesses. 

IMPLEMENTING  NEW  POLICIES  IN 
TRADITIONAL  MEDICARE 

In  this  section  of  the  report,  the  Commission  provides  analyses 
ol  service  utilization  patterns  across  related  ambulatory  and 
post-acute  care  settings.  These  chapters  highlight  a  number 
of  important  issues  related  to  improving  the  consistency  of 
payment  policies  among  providers  who  may  furnish  similar 
senices.  These  analyses  also  raise  concerns  about  how  to 
develop  incentives  or  other  mechanisms  to  encourage  better 
management  of  care. 

Chapter  4  examines  ambulatory  care  senices  furnished  in 
hospital  outpatient  facilities,  ambulatory  surgery  centers,  and 
physicians'  offices.  Chapter  5  explores  patterns  of  care  among 
outpatient  rehabilitation  providers,  including  hospital  outpa- 
tient facilities,  rehabilitation  agencies,  and  comprehensive 
outpatient  rehabilitation  facilities  (CORFs).  Chapter  6  looks 
at  episodes  of  post-acute  care  furnished  by  inpatient  rehabili- 
tation facilities,  skilled  nursing  facilities  (SNFs),  long-term 
care  hospitals,  and  home  health  agencies  for  beneficiaries 
who  had  a  prior  acute  care  inpatient  stay.  Chapter  7  examines 
the  distribution  of  home  health  episodes. 
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Medicares  payments  for  all  of  these  services  are  based  at  least 
partially  on  the  providers  incurred  costs.  In  each  instance, 
program  spending  has  been  growing  rapidly  for  many  years, 
mainly  due  to  a  combination  of  increases  in  the  number  of 
beneficiaries  using  services  and  changes  in  the  mix  and  volume 
of  services  per  user.  In  response,  the  Congress  mandated 
major  changes  in  payment  policies,  generally  requiring  HCFA 
to  implement  a  fixed-price  payment  system  for  each  provider 
type  over  the  next  few  years. 

In  all  of  these  instances,  however,  similar  services  can  be 
furnished  in  multiple  settings.  This  has  raised  concerns  that 
narrow,  provider-focused  payment  policies  may  create  undesir- 
able financial  incentives,  perhaps  unduly  influencing  decisions 
about  the  setting  for  care.  The  key  issue  is  how  to  design  the 
mandated  payment  systems  to  encourage  provision  of  efficient 
and  effective  care  in  the  clinically  appropriate  setting,  while 
discouraging  unnecessary  growth  in  service  volume. 

Both  the  Commission  and  HCFA  have  supported  the  principle 
that,  other  things  equal,  Medicare  should  pay  the  same  amount 
for  the  same  service  regardless  of  the  setting  in  which  it  is 
furnished.  This  provides  a  useful  starting  place  for  analysis  and 
policy  development.  But  key  follow-up  questions  must  also 
be  answered,  including  what  might  be  different  across  settings, 
and  under  what  circumstances  (and  by  how  much)  policy 
makers  would  be  willing  to  adjust  payments. 

The  analyses  presented  here  demonstrate  the  complexity  of 
the  payment  policy  issues  that  must  be  resolved  in  designing 
mandated  payment  systems.  They  also  illustrate  the  diversity 
of  circumstances  policymakers  face  in  ambulatory  and  post- 
acute  care  settings.  In  addition,  important  gaps  in  current 
information  and  knowledge  are  highlighted. 

Ambulatory  Care  Settings 

In  ambulatory  care  settings,  including  hospital  outpatient 
facilities,  ambulatory  surgeiy  centers,  and  physicians'  offices, 
the  product  or  service  furnished  is  generally  well  defined. 
In  addition,  except  for  emergency  care,  facility  providers 
usually  have  limited  discretion  about  the  mix  or  volume 
of  services  provided;  physicians,  in  consultation  with  their 
patients,  choose  the  services  to  be  furnished  and  the  facility 
supplies  them. 


From  a  technical  perspective,  virtually  all  services  (other  than 
emergency  care)  could  be  furnished  in  any  ambulatory  care 
setting.  Most  services,  however,  are  provided  almost  entirely 
in  only  one  setting.  This  is  probably  due  in  part  to  Medicares 
coverage  policy,  which  allows  only  a  limited  set  of  surgical  pro- 
cedures to  be  performed  in  an  ambulatory  surgery  center.  The 
distribution  of  services  probably  also  reflects  the  economics 
of  medical  practice;  although  many  surgeries  or  sophisticated 
imaging  procedures  could  be  performed  in  a  physician's  office, 
they  would  be  financially  viable  only  at  high  volume.2  In  addi- 
tion, many  other  factors,  such  as  convenience  or  out-of-pocket 
costs,  may  influence  physicians  and  patients  in  selecting  a  site 
of  care. 

Even  though  the  payment  for  a  service  often  differs  across 
settings  (and  will  continue  to  do  so  when  prospective  rates 
are  implemented  for  hospital  outpatient  services  next  year), 
these  differences  do  not  appear  to  affect  the  choice  of  settings 
for  care.  This  may  suggest  that  financial  incentives  embedded 
in  facility  payment  rates  have  little  influence  on  the  key 
decisionmakers.  Ongoing  changes  in  the  organization  of  the 
delivery  system,  however,  are  blurring  previous  distinctions 
between  ambulatory  care  providers;  many  hospitals  have  pur- 
chased physician  practices,  built  or  purchased  an  ambulatory 
surgery  center,  or  both.  Consequently,  shifting  services  among 
settings  in  response  to  facility  payment  incentives  could 
become  a  more  prominent  issue  in  the  near  future. 

Outpatient  Rehabilitation  Providers 

The  analysis  of  outpatient  rehabilitation  providers  in  Chapter  5 
illustrates  a  different  situation  than  that  for  ambulatory  care 
providers.  Although  rehabilitation  therapy  services  are  also 
reasonably  well  defined,  therapy  providers  probably  have 
more  discretion  about  the  volume,  mix,  and  duration  of  care 
than  ambulatory  care  facilities.  In  addition,  unlike  the  distinct 
distribution  of  other  ambulatory  care  services  among  settings, 
die  same  therapy  services  are  furnished  in  hospital  outpatient 
facilities,  rehabilitation  agencies,  and  CORFs. 

Beginning  in  1999,  die  BBA  requires  HCFA  to  pay  all 
outpatient  therapy  providers  using  the  physician  fee  schedule. 
Providers  will  receive  identical  payment  rates  for  the  same 
services  regardless  of  the  setting  for  care,  although  annual 
beneficiary-specific  coverage  limits  will  apply  to  services 
furnished  by  nonhospital  providers. 


2  Medicare's  payment  rates  under  the  physician  fee  schedule  also  may  discourage  office-based  surgery  and  imaging  services  to  the 
extent  that  the  conversion  factor  and  the  relative  values  for  practice  expenses  (and  technical  components  for  imaging)  understate 
physicians'  actual  office  costs.  New  practice  expense  relative  values,  scheduled  to  be  phased  in  beginning  on  January  1, 1999,  are 
designed  to  more  accurately  reflect  differences  in  physicians'  costs  across  settings. 
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W  hile  there  is  little  reason  to  expect  that  unit  costs  for  therapv 
services  differ  across  settings,  reliable  evidence  is  not  av  ailable. 
As  a  result,  the  effect  of  uniform  pavment  on  providers'  finan- 
cial incentiv  es  cannot  be  ev  aluated.  Recent  utilization  patterns 
suggest  that  a  substantial  proportion  of  therapy  patients  who 
receive  care  from  rehabilitation  agencies  (and,  to  a  lesser 
extent,  from  CORFs)  mav  exceed  the  new  coverage  limits. 
Thus,  coverage  constraints  likelv  will  cause  a  shift  of  services 
among  settings  as  patients  reach  the  coverage  limits  and  have 
to  switch  to  a  hospital  outpatient  facility  to  complete  their 
course  of  treatment.  This  possibility  raises  concerns  about  the 
clinical  effects  of  discontinuities  in  care. 

Pavment  policies  for  outpatient  therapv  services  also  raise 
concerns  about  how  the  whole  spectrum  of  post-acute  care 
services  fits  together.  Therapy  services  are  onlv  part  of  a  wide 
range  of  interrelated  services  furnished  to  help  beneficiaries 
recover  lost  functional  capacity  following  an  acute  illness  or 
injurv.  Use  of  outpatient  therapy  mav  increase  substantially 
when  a  new  prospective  payment  system  is  implemented  for 
inpatient  rehabilitation  care  on  October  1,  1999.  Mandated 
changes  in  payment  policies  for  other  post-acute  care,  such 
as  skilled  nursing  facility  services  and  home  health  care,  mav 
affect  patterns  of  outpatient  therapv  as  well.  The  effects  of 
all  of  these  policies  will  need  to  be  monitored  carefully 

Patterns  of  Post-Acute  Care 

Interrelationships  among  post-acute  care  services  are  explored 
in  the  next  two  chapters.  Chapter  6  examines  post-acute  care 
episodes  following  an  acute  care  inpatient  stay  in  a  general 
hospital  (one  paid  under  the  hospital  inpatient  PPS).  Chapter 
7  looks  at  episodes  of  home  health  care. 

Post -acute  care  involves  a  broad  array  of  services  furnished 
by  inpatient  rehabilitation  facilities,  long-term  care  hospitals, 
SNFs,  home  health  agencies,  and  outpatient  therapv 
providers.  Many  similar  services  may  be  provided  in  these  set- 
tings, such  as  diagnostic  tests,  skilled  nursing  care,  and  therapy 
services.  Under  current  policies,  Medicare's  payment  methods 
and  amounts  for  these  services  differ  depending  on  the 
provider  and  setting  in  which  they  are  furnished.  The  BBA 
requires  HCFA  to  develop  and  implement  prospective  pay- 
ment systems  for  all  of  these  settings  except  for  long-term  care 
hospitals.1  But  these  payment  systems  generally  will  continue 
to  be  distinct  for  each  type  of  provider.3 


The  analyses  in  diese  chapters  highlight  the  diversity  of 
post-acute  care  episodes,  as  well  as  the  interrelationships 
among  settings  within  episodes  of  care.  They  also  indicate 
die  limitations  of  current  know  ledge  about  such  episodes. 

At  least  two  paradigms  are  evident.  One  is  the  traditional  post- 
acute  medical  model  in  which  services  are  used  following  an 
acute  inpatient  stay  or  an  outpatient  surgical  procedure.  The 
nature  of  die  services  used  and  the  setting  in  which  thev  are 
furnished  depend  on  the  patient's  condition  and  needs  at  dis- 
charge from  the  general  hospital.  Consequently,  an  episode 
may  involve  a  sequence  of  providers,  such  as  inpatient  rehabil- 
itation care  followed  by  outpatient  therapy  services,  or  a  SNF 
stay  followed  by  home  health  care.  This  is  the  model  for  which 
Medicare's  benefit  package  and  coverage  rules  were  designed. 

A  second  paradigm  seems  to  reflect  care  for  beneficiaries 
vvidi  chronic  illnesses  who  have  intermittent  or  continuing 
needs  for  skilled  nursing  care  and  support  services.  Many 
episodes  of  home  health  care  may  fit  this  model,  but  some 
almost  certainly  reflect  die  use  of  long-term  care  services 
diat  are  bevond  the  scope  of  Medicare's  intended  benefits. 

Within  these  paradigms,  the  pattern  and  duration  of  service 
use  varies  substantially.  Some  of  this  variability  arises  from 
differences  in  patients'  clinical  status,  and  in  the  objectives 
for  care.  But  service  use  also  varies  in  response  to  many  other 
factors,  such  as  patient  and  family  preferences,  whether  or 
not  the  patient  has  supplemental  insurance  coverage,  and 
the  supply  of  alternative  post-acute  care  providers  in  the 
area.  This  variability7  also  may  reflect  facilities'  discretion 
regarding  how  much  care  to  furnish.  The  relative  importance 
of  these  factors  is  uncertain  and  likely  to  remain  so  because 
the  data  needed  to  evaluate  them  are  neither  abundant  nor 
readilv  available. 

In  the  absence  of  a  better  understanding  of  episodes  of 
care,  their  clinical  characteristics,  and  related  patient  needs, 
designing  mandated  post-acute  care  payment  systems  to 
encourage  appropriate  coordination  of  care  will  be  extremely 
difficult.  Further  work  on  analyzing  these  services  and  their 
linkages  will  be  high  on  the  Commission's  agenda. 


3  The  Secretary  must  report  to  the  Congress  on  a  PPS  for  long-term  care  hospitals  by  October  1, 1999. 

4  A  potential  exception  is  payment  systems  for  inpatient  rehabilitation  facilities  and  skilled  nursing  facilities,  which  may  have 
some  common  elements,  including  a  per  diem  unit  of  payment  and  a  similar  case-mix  classification  system.  Nevertheless,  the 
per  unit  payment  amounts  are  likely  to  continue  to  differ  between  these  settings. 
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MONITORING  SELECTED  ACCESS  AND 
QUALITY  OUTCOMES 

As  indicated  earlier,  implementing  the  provisions  of  the 
BBA  will  cause  substantial  changes  in  many  parts  of  the 
Medicare  program.  Monitoring  the  effects  of  those  changes 
( in  In 'iicliciarii 'S  will  he  an  important  task  for  both  HCFA 
and  the  Commission. 

The  last  section  of  the  report  provides  baseline  data  and  analy- 
ses regarding  selected  outcomes  experienced  by  Medicare 
beneficiaries  before  the  BBA  reforms  take  effect.  Chapter  8 
describes  methods,  measures,  and  data  sources  that  may  be 
used  to  track  beneficiaries'  access  to  health  services  in  both 
Medicare+Choice  and  traditional  Medicare.  Chapter  9 
examines  the  most  recent  data  on  enrollment  in  Medicare 
risk  plans  by  various  groups  of  vulnerable  beneficiaries,  such 
as  those  with  self-reported  functional  limitations  or  chronic 
illnesses.  Chapter  10  explores  issues  surrounding  the  quality 
and  cost  of  care  for  beneficiaries  at  the  end  of  life. 

Need  for  Monitoring  Systems  and  Data 

The  discussion  and  analyses  in  these  chapters  highlight  a 
number  of  concerns  that  will  need  to  be  addressed  to  track 
the  effects  of  the  BBA  on  beneficiaries.  One  common  theme 
is  the  need  for  better  measures,  more  sensitive  surveillance 
methods,  and  more  timely  data.  For  instance,  the  only  data 
currently  available  for  measuring  beneficiaries'  access  to  care 
in  both  managed  care  plans  and  traditional  Medicare  are  those 
collected  in  the  Medicare  Current  Beneficiary  Survev.  This 
survey  is  a  valuable  tool  for  making  a  variety  of  overall  compar- 
isons among  broad  beneficiary  subgroups,  and  for  measuring 
changes  over  time.  The  data  are  generally  about  12  months 
old,  however,  by  the  time  they  are  first  available  for  analysis. 
Further,  although  the  sample  of  beneficiaries  is  large  (about 
16,500  people)  relative  to  most  surveys,  it  is  much  too  small 
to  be  useful  in  detecting  problems  that  may  arise  in  particular 
geographic  areas. 

Attempts  to  track  beneficiaries'  financial  liabilities  using  this 
survey  face  the  same  problems.  In  fact,  the  availability  of 
these  data  has  been  delayed  for  as  much  as  three  years,  largely 
due  to  the  greater  need  to  cross-check  financial  information 
reported  by  beneficiaries  with  comparable  data  from  Medicare 
claims  files.  As  a  result,  much  work  will  need  to  be  done  to 
develop  new  measures  and  data  sources  that  better  meet 
Medicare's  monitoring  needs. 


Vulnerable  Populations  and  Managed  Care 

The  analysis  of  managed  care  enrollment  trends  for  vulnerable 
groups  points  to  several  concerns  that  will  need  to  be 
addressed  to  ensure  that  vulnerable  beneficiaries  have  equal 
access  to  the  benefits  of  managed  care.  Vulnerable  populations 
include  beneficiaries  with  specific  characteristics,  including 
chronic  diseases,  poor  health  status,  cognitive  disabilities,  low 
income,  or  old  age.  Historically,  these  groups  of  beneficiaries 
have  been  less  likely  than  others  to  enroll  in  Medicare  risk 
plans.  In  the  last  few  years,  however,  enrollment  rates  have 
accelerated  for  some  of  these  groups,  such  as  beneficiaries 
who  are  age  85  or  older. 

The  lower  enrollments  for  these  groups  may  be  due  to  actions 
by  both  managed  care  plans  and  beneficiaries.  Average  health 
care  spending  for  many  vulnerable  subgroups  is  substantiallv 
higher  than  that  for  other  beneficiaries,  making  them  less 
attractive  to  managed  care  plans.  Further,  although  organized 
systems  for  delivering  care,  such  as  HMOs,  may  have  great 
potential  to  provide  high  quality  care  for  vulnerable  groups, 
existing  managed  care  entities  are  not  always  well-equipped 
to  meet  these  beneficiaries'  needs.  This  may  be  because  most 
managed  care  plans  have  focused  primarily  on  serving  workers 
and  their  dependents,  who  tend  to  be  relatively  healthy,  with 
a  much  lower  prevalence  of  chronic  illness.  As  a  result,  prior 
to  entering  the  Medicare  market,  most  plans  have  had  little 
reason  to  develop  the  specialized  programs  and  infrastructure 
that  are  necessary  to  efficiently  manage  care  for  populations 
with  special  needs. 

Another  reason  for  low  enrollment  rates  among  vulnerable 
beneficiaries  is  that  many  of  them  are  eligible  for  additional 
benefits,  such  as  prescription  drug  coverage  and  reduced  cost 
sharing,  under  state  Medicaid  programs.  Consequently,  these 
beneficiaries  have  had  little  incentive  to  enroll  in  managed 
care  plans. 

A  key  issue  for  the  future  will  be  how  well  HCFA's  risk 
adjustment  tools  perform  in  adjusting  payments  to 
Medicare+Choice  plans  to  reflect  these  beneficiaries'  higher 
expected  costs.  The  analysis  in  Chapter  9  indicates  that  even 
with  one  of  the  most  effective  risk  adjustment  methods,  plans 
would  not  be  fully  compensated  for  enrolling  some  groups 
of  vulnerable  beneficiaries.  This  suggests  that  other  actions 
may  be  needed  to  achieve  equitable  levels  of  managed  care 
enrollment  for  these  groups. 
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approaching  the  end  of  life  often  do  not  get  the  care  they 
want,  receive  inappropriate  services,  and  suffer  excessive 
pain.  Impro\ing  the  qualitv  of  care  would  benefit  patients 
while  possiblv  reducing  costs  somewhat  as  well. 


Quality  of  Care  at  the  End  of  Life 

The  discussion  of  quality  of  care  at  the  end  of  life  in  Chapter 
10  highlights  one  area  where  important  benefits  could  be 
gained  bv  improving  the  management  of  care.  Beneficiaries 


The  limitations  of  current  treatment  practices  are  partly  due 
to  miscommunication  among  beneficiaries,  their  doctors,  and 
family  members.  They  also  reflect  a  variety  of  other  factors, 
including  inadequate  training  oi  physicians.  Manv  initiatives 
designed  to  remedy  diese  problems  have  been  implemented, 
but  a  much  broader  effort  is  needed.  Extensive  physician  and 


beneficiary  education  programs,  for  example,  would  help  make 


decisionmakers  aware  of  the  benefits  and  limitations  of  avail- 
able treatment  options,  including  effective  palliative  care 


techniques.  In  addition,  such  efforts  would  help  clinicians, 


beneficiaries  and  their  families  to  become  more  comfortable 
in  discussing  care  at  die  end  of  life. 
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Implementing 
Medicare + Choice 


The  Balanced  Budget  Act  of  1997  (BBA)  created  a  new  program  for  Medicare 
beneficiaries  called  Medicare+Choice.  Much  of  this  program  will  be  implement- 
ed by  regulations  due  from  the  Secretary  of  Health  and  Human  Services  in 
June  1998.  This  chapter  begins  with  an  overview  of  Medicare+Choice;  it 
describes  the  variety  of  private  plans  permitted  to  participate  and  identifies 
the  data  that  will  be  available  for  program  evaluation.  The  next  section  outlines 
standards  for  Medicare+Choice  plans  and  discusses  differences  between  new 
and  old  requirements,  where  standards  vary  by  plan  type,  and  issues  that  will 
need  to  be  resolved  by  regulation  or  other  action.  Implementation  issues 
related  to  the  medical  savings  account  demonstration  are  also  reviewed.  The 
chapter  concludes  with  sections  on  enrollment  and  disenrollment  rules  and 
considerations  in  designing  information  to  help  beneficiaries  choose  among 
Medicare  options. 


The  Health  Care  Financing  Administration  (HCFA)  faces  a 
difficult  task  in  launching  the  Medicare+Choice  program.  It 
is  aided  by  the  level  of  programmatic  detail  in  the  BBA  and 
by  the  many  lessons  learned  from  the  current  risk  program, 
but  resolving  the  numerous  outstanding  issues  involves 
clarifying  Congressional  intent  and  determining  the  appropri- 
ate tradeoffs  among  consumer,  provider,  and  plan  concerns. 
Moreover,  once  Medicare+Choice  regulations  are  promulgat- 
ed, developing  a  data  infrastructure  will  allow  the  Secretary 
to  monitor  and  evaluate  program  performance  and  identify 
needed  changes  to  the  program. 


The  BBA  mandated  that  the  Medicare  Payment  Advisory 
Commission  (MedPAC)  evaluate  the  methodology  for  making 
payments  to  Medicare+Choice  plans,  including  risk  adjust- 
ment mechanisms  and  the  implications  of  risk  selection.  The 
Commission  also  was  charged  with  reviewing  the  development 
and  implementation  of  mechanisms  to  assure  quality  of  care, 
assessing  the  impact  of  Medicare+Choice  on  beneficiary 
access  to  care,  and  analyzing  other  major  implementation  and 
development  issues. 

During  the  next  few  months,  the  Commission  will  be  develop- 
ing its  work  plan  on  these  topics.  The  first  challenge  will 
involve  defining  the  chief  criteria  by  which  Medicare+Choice 
will  be  evaluated.  The  next  task  will  be  developing  the  tools 
to  measure  performance  against  these  criteria.  Over  time,  the 
Commission  will  be  discussing  its  views  on  the  issues  raised  in 
this  chapter  and  making  recommendations  on  their  resolution. 
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Table  2-1 


Definitions  of  Medicare+Choice  Plans  in  the  Balanced 
Budget  Act  of  1997,  by  Type  of  Plan 


Type  of  Plan 


Definition 


Coordinated  care 


Private  fee-for-service 


High-deductible  medical 
savings  account 


Plans  providing  health  care  services,  including  but 
not  limited  to  health  maintenance  organizations 
(with  or  without  point-of-service  options),  preferred 
provider  organizations,  and  plans  offered  by 
provider-sponsored  organizations. 

Plans  (1)  must  pay  all  providers  on  a  fee-for-service 
basis  at  rates  determined  by  the  plan  without 
placing  the  provider  at  financial  risk,  (2)  may  not 
vary  payment  rates  based  on  utilization,  and  (3) 
may  not  restrict  provider  participation. 

Plans  provide  coverage  only  after  a  deductible 
of  as  much  as  $6,000  is  met.  For  beneficiaries 
selecting  this  option.  Medicare  will  deposit  the 
difference  between  its  usual  capitation  payment  and 
the  plan's  premium  into  a  medical  savings  account. 
Beneficiaries  may  pay  expenses  below  the  deductible 
and  other  medical  expenses  out  of  the  account. 
Only  the  Secretary  of  Health  and  Human  Services 
may  make  deposits  to  the  account. 


NOTE:  All  Medicare+Choice  plans  must  cover  all  Medicare  services. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  Balanced  Budget 
Act  of  1997. 


PLAN  CHOICES  AVAILABLE  UNDER 
MEDICARE+CHOICE 

The  BBA  broadened  the  array  of  health  plans  that  may  partici- 
pate in  Medicare  (see  Table  2-1).  A  plan  can  participate  in 
Medicare+Choice  as  a: 

•  coordinated  care  plan, 

•  private  fee-for-service  plan,  or 

•  high-deductible  plan  with  a  medical  savings 
account  (MSA),  called  an  MSA  plan. 

These  types  of  plans  are  described  below.  MedPAC  will  track 
these  Medicare+Choice  options  as  they  become  available  to 
beneficiaries  and,  based  on  their  design  and  performance, 
begin  to  characterize  their  respective  advantages  and  disadvan- 
tages  In  beneficiaries.  To  the  extent  an\  of  these  options  do 
not  become  available,  the  Commission  will  conduct  analyses 
to  assess  the  reasons  for  nonparticipation. 


Medicare  Coordinated  Care  Plans 

Coordinated  care  plans  include  the  sort  of  plan  that  has 
typically  participated  in  the  Medicare  risk  program  and 
others.  The  BBA  does  not  specifically  define  coordinated 
care  plans,  except  by  indicating  examples:  health  maintenance 
organizations  (HMOs)  with  or  widiout  point-of-service 
options,  preferred  provider  organizations  (PPOs),  and  plans 
offered  by  provider-sponsored  organizations  (PSOs).  In  effect, 
any  organization  that  meets  the  standards  set  out  in  law  and 
regulations  and  is  not  a  private  fee-for-service  or  MSA  plan 
would  fall  in  this  category. 

Although  it  does  not  define  other  coordinated  care  plans, 
the  BBA  does  specifically  describe  PSOs.  These  plans  are 
described  more  by  ownership  and  organization  than  by  the 
product  they  offer,  which  would  probably  be  similar  to  that 
of  an  HMO.  Generally,  PSOs  are  considered  to  be  health  care 
delivery  systems  formed  by  physicians  and  hospitals  to  provide 
care.  Recent  HCFA  regulations  lay  out  in  detail  the  organiza- 
tional specifications  for  PSOs  that  wish  to  contract  under 
Medicare+Choice.  These  include  the  requirements  that 
providers  sponsoring  the  PSO  be  affiliated  with  each  other 
(for  example,  by  sharing  financial  risk)  and  that  PSOs  in  urban 
areas  must  deliver  at  least  70  percent  of  Medicare  items  and 
services  covered  under  the  contract  (HCFA  1998b). 

Medicare  Private  Fee-for-Service  Plans 

For  the  first  time,  Medicare  can  contract  with  private  fee-for- 
service  plans.  By  law,  these  plans  (1)  must  pay  all  providers 
on  a  fee-for-service  basis  at  rates  determined  by  the  plan  and 
without  placing  the  provider  at  financial  risk,  (2)  may  not  vary 
payment  rates  based  on  utilization,  and  (3)  must  accept  any 
provider  who  can  legally  provide  services  and  who  agrees  to 
the  plans'  terms  and  conditions.  Private  fee-for-service  plans 
may  establish  payment  rates  that  are  lower  than  Medicare's, 
but  only  if  they  have  a  sufficient  number  and  range  of  health 
care  professionals  and  providers  willing  to  provide  services 
under  the  plans'  terms.  To  apply  this  standard,  HCFA  will 
have  to  define  sufficiency  and  develop  a  way  to  compare 
plan  payment  rates  to  Medicare's.  This  will  be  especially 
difficult  for  providers  that  Medicare  pays  retrospectively  on 
a  cost  basis. 

Private  fee-for-service  plans  are  relieved  from  some  rules  that 
apply  to  other  plans,  including  limits  on  premiums  charged 
to  beneficiaries  and  some  quality  requirements.  For  example, 
as  discussed  below,  balance  billing  by  physicians  and  other 
providers  is  allowed,  but  is  limited  to  15  percent  above  the 
plan  s  fee  schedule  (which  may  be  higher  or  lower  than 
Medicares). 
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It  is  unclear  how  many  private  fee-for-service  plans  will 
contract  with  Medicare,  what  tvpes  of  organizations  will  offer 
them,  and  how  manv  beneficiaries  will  choose  to  enroll.  It  is 
also  unclear  whether  PPOs  could  participate  as  this  type  of 
option.  Some  initial  interest  in  these  plans  came  from  groups 
who  sought  plans  that  would  not  impose  any  restrictions  on 
the  delivery  of  care.  Plans  mav  also  cater  to  tiiose  beneficiaries 
willing  to  pay  a  higher  premium  in  exchange  for  access  to  a 
wider  range  of  pro\iders,  especially  those  unwilling  to  treat 
beneficiaries  at  rates  paid  bv  traditional  Medicare.  How  this 
option  will  operate  in  practice  will  depend  both  on  the  way 
HCFA  regulations  applv  standards  to  these  plans  (for  example, 
what  tvpe  of  utilization  re\iew  they  may  apply)  and  on  the 
tvpes  of  organizations  that  choose  to  offer  them. 

Medicare  MSA  Plans 

The  BBA  authorizes  a  demonstration  to  test  the  feasibility 
of  medical  savings  accounts  for  the  Medicare  program.  Up 
to  390,000  Medicare  beneficiaries  may  enroll  between  1999 
and  2002.  This  will  be  the  first  use  of  this  tvpe  of  arrangement 
in  Medicare.1 

MSAs  are  intended  to  reduce  health  care  spending  by  increas- 
ing the  incentives  people  with  health  insurance  have  to  control 
their  use  of  services.  Under  most  MSA  designs,  money  is 
placed  into  an  account  intended  to  pav  tor  health  care,  but 
these  funds  can  be  used  for  non-medical  purposes  as  well. 
The  account  is  coupled  with  a  high-deductible  insurance  plan, 
so  that  the  MSA  holder  is  protected  from  catastrophic  health 
care  expenses,  while  still  facing  the  desired  incentives  until 
the  deductible  is  met. 

For  Medicare  beneficiaries  selecting  the  Medicare+Choice 
MSA  option,  Medicare  will  deposit  the  difference  between 
Medicares  capitation  payment  and  the  premium  charged  by 
the  MSA  plan  into  a  medical  savings  account.  Under  this 
arrangement,  Medicare  will  not  save  money  ev  en  if  beneficia- 
ries use  fewer  services.  For  example,  if  Medicares  monthly 
payment  rate  is  $450,  and  the  high-deductible  MSA  premium 
is  $150,  $300  will  be  placed  in  the  MSA.  Beneficiaries  may  use 
the  MSA  funds  to  pay  expenses  for  Medicare-covered  benefits 
below  the  annual  deductible  amount  (no  more  than  .$6,000  in 
1999,  indexed  for  inflation  in  subsequent  years).  They  can  also 
pay  for  non-covered  medical  expenses  out  of  this  account. 
Medicare's  contributions  and  account  earnings  will  be  exempt 
from  taxes.  Withdrawals  will  be  neither  taxed  nor  subject  to 
penalties  if  they  are  used  to  pay  for  medical  expenses.  Other 
withdrawals  will  be  included  in  beneficiaries'  gross  income 
for  tax  purposes. 


The  Medicare+Choice  MSA  is  intended  to  discourage 
beneficiaries  from  spending  all  the  funds  in  their  account  on 
non-medical  items  and  later  having  to  pay  for  medical  care 
entirely  from  private  sources.  It  accomplishes  this  by  subject- 
ing non-medical  witiidrawals  to  an  additional  50  percent  tax 
penalty  if  the  total  withdrawals  during  a  year  reduces  the 
account  balance  below  60  percent  of  the  plan's  deductible. 
Further,  some  beneficiaries  are  not  eligible  to  enroll  in  MSAs 
if  thev  have  dual  coverage  from  another  government  source, 
such  as  Medicaid  or  the  Federal  Employees'  Health  Benefit 
Program.  Beneficiaries  selecting  MSA  plans  may  not  change 
their  selection  within  a  given  year. 

During  the  legislative  debate  surrounding  Medicare  MSAs, 
concerns  were  raised  that  relatively  healthy  beneficiaries 
would  be  most  likely  to  choose  the  MSA  arrangement.  As 
with  other  plan  tvpes,  it  will  be  important  for  Medicare  to 
set  its  payment  rate  carefully  to  reflect  the  expected  risks  of 
these  enrollees  (although  the  enrollment  cap  will  limit  total 
Medicare  outlays  for  MSAs).  Further,  to  evaluate  the  effect 
of  MSAs,  researchers  will  want  to  distinguish  between  the 
anticipated  effects  of  the  MSA  design  on  utilization  and  any 
propensity  of  healthier  beneficiaries  to  choose  this  option. 

EVALUATION  OF  MEDICARE+CHOICE 

Medicare+Choice  was  conceived  by  the  Congress  to  allow 
greater  options  for  the  delivery  and  organization  of  care. 
I  mlcr  the  program,  beneficiaries  could  have  access  to  options 
available  in  the  private  sector.  While  making  new  options  avail- 
able, the  Congress  recognized  the  importance  of  strengthening 
the  Medicare  program's  role  as  a  prudent  purchaser  by  holding 
plans  to  national  standards  and  educating  beneficiaries  about 
the  new  choices. 

In  considering  these  two  sets  of  activities,  it  is  critical  to 
bear  in  mind  that  at  its  inception  Medicare  +  Choice  will 
represent  only  about  15  percent  of  Medicare  beneficiaries 
and  a  smaller  proportion  of  spending.  The  traditional 
fee-for-service  program  will  probably  continue  to  dominate 
for  some  time.  The  Commission  supports  consideration  of 
Medicare+Choice  standards  of  performance,  beneficiary 
education,  and  quality  of  care  that  are  generally  consistent 
across  all  parts  of  Medicare.  At  the  same  time,  it  recognizes 
that  differences  among  options  will  necessitate  varied 
approaches  to  operating  the  Medicare+Choice  and  traditional 
programs  and  monitoring  their  performance  over  time. 


1  The  Health  Insurance  Portability  and  Accountability  Act  of  1996  (Pi.  104-191)  authorized  an  MSA  demonstration  for  employed 
individuals  who  are  not  yet  eligible  for  Medicare. 
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Table  2-2 


Inventory  of  Data  for  Evaluation  of  Medicare+Choice 


Data  Name  or  Type 


Purpose 


Exceptions/Issues 


Adjusted  Community  Rate  Proposal 


Benefit  package 

Consumer  Assessment  of  Health  Plans  Survey 
Encounter  data 

Financial  reports  ("orange  blanks") 

Grievances  and  appeals  rates 
HEDIS  measures 


Plan  enrollment  and  disenrollment  rates 

Plan  participation  rates  and  types  by 
market  area 


Demonstrate  that  all  Medicare  Part  A  and  Part  B  services 
are  covered,  that  plans  make  up  the  difference  between 
payments  and  costs  by  providing  extra  benefits,  and  that 
actuarial  value  of  cost  sharing  is  equal  to  that  for  fee-for- 
service  Medicare. 

Allow  beneficiaries  to  choose  among  plan  offerings. 


Gauge  beneficiary  satisfaction  with  plans. 

Extract  beneficiary-specific  diagnosis  information  for  risk 
adjustment  of  payment  amounts.  Could  also  be  used  to 
monitor  access  and  quality. 

Show  financial  position  of  plan  sponsor  so  that  Secretary 
can  judge  whether  plan  can  bear  risk. 

Assess  beneficiary  access  and  satisfaction. 

Indicate  plan  performance  on  financial  stability,  cost  of 
care,  provider  compensation,  effectiveness  of  care,  access 
to  care,  use  of  services,  and  enrollee  functional  status. 

Indicate  plan  attractiveness  and  beneficiary  satisfaction. 

Measure  number  of  choices  and  level  of  competition. 


Medical  savings  account  plans  do  not  have  to  file.  Private 
fee-for-service  plans  are  not  subject  to  the  same  level  of 
review;  these  plans'  premiums  are  not  included  in  figuring 
whether  cost-sharing  exceeds  that  in  traditional  Medicare. 


Nonstandardized  benefit  design  or  terms  may  make 
comparison  difficult. 

Generalizability  of  data. 

Hospital  data  collection  in  process;  data  from  other  settings  to 
be  collected  in  future.  Plans  may  have  incentives  to  upcode.  Data 
from  medical  savings  account  plans  likely  to  be  incomplete. 

Do  not  provide  Medicare-specific  financial  information. 


Differences  may  reflect  better  or  worse  consumer  education. 

Potential  for  bias  in  sampling  and  reporting.  Data  will 
be  audited. 


Need  to  distinguish  administrative  from  voluntary  disenrollment. 
None. 


Results  of  audits,  external  review 


Report  plan  performance  problems. 


Not  all  plans  reviewed. 


NOTE:  HEDIS  =  Health  Plan  Employer  Data  and  Information  Set. 

SOURCE:  Medicare  Payment  Advisory  Commission  review  of  the  the  Balanced  Budget  Act  of  1997,  Health  Care  Financing  Administration  operational  policy  letters, 
and  existing  databases. 


Medicare's  Role  as  a  Prudent  Purchaser 

The  Congress  requires  the  Secretary  to  set  appropriate  pay- 
ment rates  for  plans  within  the  framework  of  the  rate-setting 
system  established  by  the  BBA.'  HCFAs  most  salient  responsi- 
bility in  this  area  is  to  develop  and  implement  payment  rates 
that  reflect  differences  in  individual  enrollees'  propensity  to 
use  services  (MedPAC  1998).  Another  challenge  facing  the 
agency  in  launching  Medicare+Choice  is  to  set  standards 
for  plans  with  respect  to  solvency  quality,  and  providing 
opportunities  for  beneficiaries  to  challenge  coverage  decisions. 
Medicare  should  hold  as  a  goal  similar  protections  across 


options,  including  traditional  Medicare.  Allowing  for  many 
choices  among  options  means,  however,  that  plan  design, 
including  cost  sharing,  will  vary.  Different  plans  are  by  their 
nature  more  or  less  able  to  influence  providers'  performance 
and  fees.  Consequently,  the  program  needs  to  pursue  multiple 
strategies  to  achieve  this  goal. 


2  See  MedPAC  1998  for  a  discussion  of  the  payment  method. 
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Beneficiary  Education 

Education  about  the  differences  among  Medicare  choices  is  a 
kev  component  of  the  program.  It  should  reveal  the  benefits 
and  risks  of  each  option  and  thereby  allow  beneficiaries  to 
make  informed  choices.  The  BBA  requires  Medicare  to 
distribute  information  about  quality,  access,  financial  liability, 
satisfaction,  and  the  stability  of  Medicare + Choice  plans  to 
beneficiaries.  It  is  hoped  that  beneficiaries  will  use  the  data 
in  selecting  options  that  best  meet  their  needs.  Useful  and 
meaningful  information  for  choosing  plans  will  be  especially 
important  starting  in  2002,  when  beneficiaries  who  experience 
problems  with  their  plans  will  no  longer  be  able  to  disenroU 
on  a  monthly  basis. 

Beneficiaries  making  informed  choices  should  have  a  good 
understanding  and  reasonable  expectations  of  plans. 
Better  education  about  plan  choices  and  performance, 
then,  should  lead  to  higher  satisfaction  and  fewer  disputes. 
The  potential  variety  and  complexity  of  plan  designs  under 
Medicare+Choice,  however,  makes  educating  beneficiaries 
about  the  differences  between  plans  challenging.  Further, 
the  Medicare  population  is  diverse — multiple  communication 
strategies  are  needed,  as  are  materials  that  are  useful  to 
beneficiaries  with  special  needs. 

Resources  Available  to  Evaluate  Medicare+Choice 

HCFA  will  be  collecting  many  types  of  data  on 
Medicare+Choice  (see  Table  2-2).  Ideally,  these  will  permit 
ongoing  program  evaluation  so  that  the  Congress  and  the 
Secretary  can  identify  needed  changes.  Many  of  these  data 
also  will  be  summarized  and  distributed  to  beneficiaries  to 
support  selection  among  Medicare+Choice  options  and 
between  Medicare+Choice  and  the  traditional  Medicare 
program.  So  that  beneficiaries  will  understand  their  primary 
options,  HCFA  is  developing  data  and  calculating  measures 
of  performance  from  the  traditional  program  that  will  allow 
direct  comparison  between  traditional  Medicare  and 
Medicare+Choice.  This  data  should  be  fed  back  to  consumers 
in  a  way  that  stimulates  plans  to  compete  by  improving  their 
performance. 

Data  collection  will  be  expensive  for  plans  and  for  Medicare. 
It  will  thus  be  important  both  to  identify  the  most  important 
pieces  of  information  needed  and  to  choose  the  most  efficient 
and  flexible  methods  of  collecting  this  information.  As  the  spe- 
cific data  streams  are  being  developed,  HCFA  should  carefully 
plan  how  they  can  be  evaluated  for  completeness,  timeliness, 
and  reliability  and  how  they  can  best  be  summarized  and 


disseminated,  while  still  protecting  sensitive  plan  and  benefi- 
ciary information.  HCFA  also  will  need  to  consider  the  quality 
and  cost  of  data  that  are  generated  by  plan  subcontractors, 
such  as  provider  networks. 

Even  though  HCFA  will  collect  a  large  quantity  of  data 
from  plans  and  from  its  administrative  files,  it  may  still  be 
necessary  to  initiate  odier  data  collection  efforts  over  time. 
For  example,  information  will  be  lacking  on  plans  that  decide 
not  to  participate  in  Medicare+Choice  and  their  reasons  for 
nonparticipation.  The  design  of  some  plans  also  raises  the 
problem  of  missing  information.  Much  information  on  service 
use,  patient  diagnoses,  and  cost  sharing  will  likely  be  missing 
for  beneficiaries  in  MSAs.  HCFA  may  wish  to  consider  devel- 
oping a  process  for  gathering  this  information  from  custodians 
of  the  MSAs  such  as  banks  or  other  financial  institutions. 

Long-Term  Concerns 

Over  time,  consideration  should  be  given  to  how  the  program 
can  best  interact  and  coordinate  with  other  regulators 
and  purchasers.  State  governments  have  traditionally  been 
the  principal  regulators  of  health  plans,  but  the  BBA  sets  a 
precedent  by  preempting  certain  state  health  plan  require- 
ments. Anodier  issue  is  how  Medicare  can  coordinate  its 
efforts  with  those  of  die  private  sector,  for  example  with 
accreditation  bodies  and  with  employers  who  offer  health 
care  coverage  to  their  retirees  (see  Chapter  3). 

PLAN  PARTICIPATION  STANDARDS 

Medicare+Choice  plan  participation  standards  are  laid  out 
in  the  BBA.  Detailed  rules  implementing  these  standards 
must  be  enumerated  in  regulations  due  in  June  1998. 
Standards  will  take  effect  as  interim  final  rules  and  will  be 
based,  to  the  extent  possible,  on  those  for  the  risk  program. 
Many  Medicare+Choice  standards  apply  equally  to  all  types 
of  plans,  but  some  are  modified  for  private  fee-for-service 
plans,  MSA  plans,  or  plans  offered  by  PSOs  (see  Table  2-3). 

All  plans  must  assume  full  financial  risk  for  services  they  have 
agreed  to  cover,  which  must  at  least  include  those  under 
traditional  Medicare,  and  demonstrate  diat  they  can  furnish 
the  services  available  under  fee-for-service  Medicare  in  the 
same  area.  The  sections  below  highlight  other  health  plan 
standards  in  the  BBA.  They  also  provide  information  on 
which  standards  vary  by  plan  type  and  issues  surrounding 
interpretation  and  implementation  of  the  statutory  language. 
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Table  2-3 


Differences  in  Standards  for  Medicare+Choice  Plans,  by  Type  of  Plan 


Standard 


Coordinated  Care 


Private  Fee-for-Service 


Medical  Savings  Account 


Licensure 


A  plan  must  be  licensed  by 
the  state  as  a  risk-bearing 
entity  Waivers  are  avail- 
able to  PSOs  in  certain 
circumstances. 


A  plan  must  be  licensed  by 
the  state  as  a  risk-bearing 
entity. 


The  high-deductible  plan  must 
be  licensed  by  the  state  as  a 
risk-bearing  entity. 


Solvency 


Covered  by  state 
licensure  requirement. 
Special  federal  solvency 
standards  apply  to  PSOs 
that  obtain  waivers  of  state 
licensure  requirement. 


Covered  by  state  licensure 
requirement. 


Covered  by  state  licensure 
requirement. 


Quality 


Must  meet  federal 
standards. 


Must  meet  federal  standards 
that  are  less  restrictive  than 
foi  coordinated  care  plans 


Must  meet  federal  standards 
that  are  less  restrictive  than 
for  coordinated  care  plans. 


Beneficiary  financial 
liability 


Generally  allows  no 
balance  billing. 


Generally  allows  balance 
billing  by  any  provider  up  to 
1 5  percent  above  the  private 
fee  schedule  amount 


Generally  allows  unlimited 
balance  billing. 


NOTE:  PSO  =  Provider-Sponsored  Organization 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  Balanced  Budget  Act  of  1997. 


State  Licensure 

The  BBA  requires  that  each  Medicare+Choice  plan,  like  a  risk 
plan  under  the  old  rules,  be  licensed  as  a  risk-bearing  entity  by 
each  state  in  which  it  has  a  service  area.  States  have  tradition- 
ally been  the  governmental  entities  responsible  for  regulating 
insurance.  All  states  have  standards  for  indemnity  health  plans 
and  HMOs  (and  many  have  standards  for  PPOs  and  PSOs  as 
well)  that  are  enforced  through  the  licensure  process.  These 
standards  apply  not  only  to  plans'  financial  stability,  but  also 
address  benefit  packages,  quality  programs,  grievance  and 
appeals  procedures,  provider  contracting  arrangements,  and 
service  areas. 

Despite  requiring  that  most  types  of  Medicare+Choice  plans 
to  hold  state  licenses,  the  BBA  explicitly  says  that  standards 
established  by  Medicare  preempt  any  state  law  or  regulation  to 
the  extent  that  it  is  inconsistent.  Beyond  this  general  rule,  state 
laws  are  explicitly  overridden  for  Medicare+Choice  plans  in 
three  areas:  benefit  requirements,  requirements 
relating  to  inclusion  or  treatment  of  providers,  and  coverage 
determinations  (including  appeals  and  grievance  processes). 


State  Licensure  of  Preferred  Provider  Organizations 

State  licensure  will  to  a  large  extent  determine  how  PPOs  can 
participate  under  Medicare+Choice;  they  may  have  to  obtain 
indemnity  or  HMO  licenses.3  In  nearly  all  states  that  license 
PPOs,  the  PPO  license  does  not  require  that  the  plan  be  a 
risk-bearing  entity.  Non-risk-bearing  PPOs  typically  operate 
on  a  lee-for-service  basis  by  guaranteeing  that  in-network 
providers  have  agreed  to  a  particular  fee  schedule.  To  the 
extent  that  a  PPO  accepts  risk,  it  usually  is  licensed 
by  the  state  as  an  HMO  or  a  traditional  indemnity  insurance 
carrier,  or  accepts  risk  from  employers  in  arrangements  that 
are  exempt  from  state  regulation. 

A  non-risk-bearing  PPO  license  thus  would  not  appear  to  meet 
the  licensure  requirement  in  the  BBA.  At  present,  one  PPO 
participates  in  Medicare  under  the  Medicare  Choices  demon- 
stration (a  project  designed  to  explore  different  contracting 
requirements  and  payment  methods  for  Medicare  managed 
care).  In  that  case,  HCFA  required  that  the  PPO  obtain  a 
letter  of  understanding  from  the  state  insurance  commissioner 
about  its  risk-bearing  status.  In  the  future,  PPOs  that  wish  to 
participate  in  Medicare+Choice  would  have  to  get  an  HMO 


3  A  private  fee-for-service  plan  would  presumably  be  licensed  as  a  traditional  indemnity  insurance  carrier  by  the  state.  State  laws 
generally  distinguish  this  license  category  from  an  HMO  license  because  the  indemnity  insurance  carrier  does  not  actually  deliver 
medical  services  or  share  risk  with  providers. 
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or  indemnity  insurance  carrier  license  or  be  licensed  as  a  risk- 
bearing  entitv  under  one  of  the  new  tvpes  of  arrangements 
that  some  states  are  putting  in  place.  Once  the  National 
Association  of  Insurance  Commissioners  (NAIC)  completes 
work  on  its  plan  for  consolidated  licensure  for  entities  assum- 
ing risk,  the  latter  option  mav  become  more  widely  available. 

MedPAC  plans  to  evaluate  the  advantages  of  a  PPO  option 
under  Medicare+Choice  and  to  document  differences 
across  states  in  the  abilitv  of  PPOs  to  be  licensed  as  risk- 
bearing  entities. 

Exception  for  Provider-Sponsored  Organizations 

The  only  exception  to  the  state  licensure  rule  is  a  waiver  made 
available  to  plans  offered  bv  provider-sponsored  organizations. 
The  waiver  for  PSOs  is  available  onlv  if  the  organization  has 
applied  for  the  appropriate  state  license  and  the  state  has 
failed  to  act  on  a  substantially  complete  application  within  90 
days  or  denied  it  for  certain  reasons,  such  as  applying  solvency 
standards  that  differ  from  federal  rules.  In  diese  cases, 
Medicare  may  grant  a  waiver  for  36  months.  The  waiver  is  not 
renewable,  and  no  waiver  may  be  requested  after  November  1, 
2002.  As  described  below,  federal  solvency  standards  apply  to 
a  PSO  with  a  waiver,  but  the  plan  would  still  be  subject  to 
state  consumer  protection  and  quality  standards. 

This  exception  was  made  to  support  the  development  of  PSOs. 
Representatives  of  provider  groups  asserted  that  PSOs  w  ere 
encountering  difficulties  in  obtaining  licenses  and  that  PSOs 
would  offer  consumers  advantages  over  other  options.  Other 
groups  contended  that  PSOs  are  not  substantially  different 
from  HMOs,  and  therefore  should  not  be  subject  to  different 
standards. 

To  evaluate  the  effect  of  this  exception  over  time,  MedPAC 
will  monitor  the  number  of  Medicare+Choice  plans  that  apply 
for  waivers,  the  reasons  given  for  seeking  a  waiver,  and  the 
extent  to  which  states  either  modify  their  HMO  licensing 
standards  or  add  a  PSO  licensing  option.  MedPAC  also  will 
evaluate  whether  PSO  product  design  or  performance  differs 
from  that  of  other  coordinated  care  options. 

Solvency  Requirements  for  Provider-Sponsored  Organizations 

Solvency  standards  applied  to  PSOs  (as  with  other  insurance 
entities)  are  meant  to  ensure  that  the  entity  is  adequately 
financed  to  support  the  deliver)'  of  services  to  beneficiaries 
and,  in  the  event  of  insolvency,  that  beneficiaries  are  protected 
from  being  held  liable  for  the  organization's  debts. 


There  is  little  detailed  information  on  PSOs,  because  they 
are  not  usually  licensed  bv  states  (PPRC  1997).  Most  of  the 
available  information  is  about  physician-hospital  organizations, 
which  are  often  the  least  integrated  type  of  PSO.  The 
Physician  Payment  Review  Commission  (PPRC)  reported 
that  diese  were  typically  younger  and  smaller  tiian  HMOs. 
PPRC  also  found  that  PSOs  licensed  as  HMOs  were  younger 
and  smaller  than  non-provider  owned  HMOs.  Property  and 
equipment  accounted  for  almost  30  percent  of  the  total  assets 
of  provider-owned  HMOs,  but  only  5  percent  of  the  total 
assets  of  other  HMOs. 

Congress  required  that  federal  solvency  standards  for  PSOs 
be  developed  through  a  negotiated  rule  making  process.  This 
process  is  thought  to  result  in  rules  that  are  clearer  and  more 
specific,  and  less  subject  to  legal  challenge.  The  aim  of  negoti- 
ated rule  making  is  to  have  the  representative  stakeholders 
reach  consensus  on  the  issues — which  often  results  in  the  par- 
ties reaching  not  their  favored  positions,  but  acceptable  ones. 

The  BRA  required  consideration  of  several  specific  factors  in 
setting  the  PSO  solvency  standards.  Some  of  diese  are  peculiar 
to  the  situation  of  PSOs  or  indicate  alternative  approaches 
to  establishing  solvency  protections.  The  factors  listed  in  the 
BBA  are: 

•  the  delivery  system  assets  of  the  PSO  and  the  ability 
of  the  PSO  to  provide  services  directly  to  enrollees 
through  af  filiated  providers, 

•  alternative  means  of  protecting  against  insolvency,1  and 

•  any  standards  developed  by  the  NAIC  specifically  for 
risk-based  health  care  delivery  organizations. 

Finally,  Congress  also  specified  that  the  standards  must 
protect  beneficiaries  from  liability  in  the  event  of  the  PSO  s 
insolvency.  In  identifying  the  bases  upon  which  to  establish 
the  solvency  standards,  the  Congress  appeared  to  be  seeking  a 
balance  between  ensuring  benef  iciary  protection  and  allowing 
ready  entry  for  PSOs  to  serve  as  Medicare+Choice  plans. 

The  members  of  the  negotiated  rule  making  committee  were 
chosen  by  HCFA,  upon  recommendation  by  the  appointed 
facilitators,  and  after  public  comment.  The  facilitators  initially 
conducted  discussions  with  HCFA  and  other  parties  to  identify 
the  issues  relevant  to  the  rule  making  process  and  the  groups 
to  include  on  the  committee.  The  facilitators  issued  a  report 
that  identified  the  scope  of  issues  to  be  addressed  over  the 
course  of  the  rule  making  and  named  the  groups  proposed  to 
represent  the  interests  affected  by  those  issues.  Committee 


4  These  include  reinsurance,  unrestricted  surplus,  letters  of  credit,  guarantees,  organizational  insurance  coverage,  partnerships 
with  other  licensed  entities,  and  valuation  attributable  to  the  ability  of  the  PSO  to  meet  its  service  obligations  through  direct 
delivery  of  care. 
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members  represented  a  wade  variety  of  stakeholders,  from 
managed  care  plans  to  doctors,  consumer  groups,  sendee 
providers,  and  insurance  interests. 

The  committee  considered  some  fundamental  questions: 
Should  PSO  insolvency  protections  be  identical  to  diose 
applied  to  HMOs,  or  are  PSOs  truly  different  entities  diat 
should  be  subject  to  different  solvency  standards?  Would 
application  of  different  standards  give  PSOs  an  unfair  advan- 
tage over  HMOs,  which  would  be  held  to  more  stringent 
requirements?  These  and  a  wide  range  of  other  issues  were 
discussed  by  the  negotiated  rule  making  committee. 

HCFA  is  scheduled  to  issue  the  committee's  agreement  as  an 
interim  final  rule.  The  standards  contained  in  the  agreement 
are  similar  to  those  in  the  NAIC's  Model  HMO  Act,  but  they 
differ  somewhat  in  both  substance  and  in  the  level  of  detail 
given  to  accounting  for  provider  assets  and  liabilities  (see 
Appendix).  The  committees  agreement  addresses  PSO  solven- 
cy over  three  stages:  at  initial  application,  during  ongoing 
operations,  and  at  insolvency  (though  the  requirements 
applicable  to  the  insolvency  period  are  mainly  intended  to 
provide  protections  in  the  event  of  insolvency). 

Although  the  numerical  differences  between  the  NAIC  Model 
HMO  Act  and  the  PSO  solvency  standards  are  readily  appar- 
ent, the  biggest  difference  is  in  die  details  of  evaluating  net 
worth.  States  vary  widely  in  how  they  calculate  an  entity's  net 
worth,  in  part  because  the  NAIC  Model  HMO  Act  does  not 
specify  details.  Addressing  this  issue  under  the  PSO  solvency 
standards,  however,  highlights  several  of  the  key  questions  that 
have  been  raised  about  PSOs  and  the  level  of  public  protec- 
tion needed.  These  include  how  to  value  so-called  sweat  equity, 
parental  guarantees  or  letters  of  credit,  intangible  assets,  and 
health  care  delivery  assets  in  determining  net  worth. 

Sweat  equity  is  defined  as  die  extent  to  which  a  PSO  can 
continue  providing  services  in  the  event  of  financial  difficulties 
or  insolvency  since  the  PSO  itself  is  the  service  provider. 
Many  argue  that  sweat  equity  would  make  PSOs  less  likely 
than  HMOs  to  become  insolvent  and  more  likely  to  continue 
providing  services  in  the  event  they  become  insolvent.  This 
leads  tliein  to  assert  that  sweat  equity  should  be  counted  in 
assessing  PSOs'  net  worth.  The  final  agreement  of  the  negoti- 
ated rule  making  committee,  however,  does  not  explicitly  allow 
for  sweat  equity  to  be  counted  as  a  factor  in  calculating  assets 
and  liabilities.  In  the  committee  discussions  on  the  issue, 
some  questioned  the  ability  of  HCFA  to  access  such  assets 
il  the  PSO  experienced  financial  problems. 


The  agreement  does,  however,  allow  for  reliance  on  a  hybrid 
sweat-equity  valuation.  Specifically,  in  counting  ongoing  net 
worth,  fully  subordinated  debts  are  excluded  from  the  PSO's 
liabilities.  These  debts  are  claims  liabilities  odierwise  due  to 
providers  (also  known  as  withholds)  diat  are  retained  by  the 
PSO  to  meet  its  net  worth  requirements,  and  must  be  fully 
subordinated  to  all  other  creditors.  In  effect,  they  represent 
the  value  of  sweat  equity  actually  held  by  the  PSO. 

The  agreement  allows  PSOs  to  count  parental  guarantees 
and  letters  of  credit  toward  meeting  their  net  worth  require- 
ments. During  the  first  year  of  operation,  the  guarantor  must 
fund  the  PSO's  projected  losses  for  the  upcoming  two  quar- 
ters. Letters  of  credit  must  be  irrevocable  and  unconditional 
in  order  to  be  accepted. 

Intangible  assets  are  items  such  as  business  goodwill  or 
die  value  of  a  physician's  practice,  over  and  above  the  tangible 
assets  of  the  practice.  It  is  difficult,  however,  to  gauge  die 
liquidity  of  such  assets  in  die  event  of  insolvency.  They  would 
only  be  accessible  with  the  sale  of  the  practice,  and  the  value 
of  the  practice  would  in  turn  be  affected  by  any  financial 
difficulties  the  PSO  was  experiencing.  To  meet  the  net  worth 
requirement,  the  negotiated  rule  making  committee's  agree- 
ment allows  a  PSO  to  count  the  value  of  intangible  assets, 
using  generally  accepted  accounting  principles  (GAAP), 
but  only  up  to  a  certain  percentage  of  the  requirement. 

The  other  assets  discussed  under  the  solvency  standards  are 
health  care  delivery  assets:  any  tangible  assets  that  are  part 
of  the  PSO's  operation,  including  hospitals,  medical  facilities, 
and  ancillary  equipment.  One  of  the  issues  addressed  by  the 
negotiated  rule  making  committee  was  the  percentage  of  a 
PSO  s  net  worth  requirement  that  could  be  met  widi  healdi 
care  delivery  assets.  Provider-owned  entities  tend  to  hold  a 
relatively  large  share  of  dieir  assets  as  property  and  equip- 
ment. While  an  entity  may  legitimately  own  tangible  assets 
ol  sufficient  value  to  meet  most  or  all  of  the  net  worth  require- 
ments, such  assets  would  not  be  sufficiently  liquid  to  provide 
protection  to  beneficiaries  if  insolvency  threatened. 

The  experience  of  the  PSOs  in  the  Medicare  Choices  demon- 
stration, started  in  1996,  may  foreshadow  developments  under 
Medicare+Choice.  Under  this  program,  HCFA  chose  25  inno- 
vative delivery  systems,  many  of  which  were  provider-owned 
or  sponsored,  that  could  provide  alternatives  to  HMOs.  Many 
of  the  PSO  entities  in  the  demonstration  have  been  reported 
to  be  struggling  (Hagland  1998).  This  may,  however,  present 
an  overly  negative  view  of  the  Medicare  Choices  experience 
since  it  often  takes  new  plans  some  time  before  they  are  able 
to  generate  die  level  of  enrollment  that  will  balance  revenues 
and  costs. 
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Ultimately,  the  adequacy  of  the  insolvency  protections  agreed 
to  bv  the  negotiated  rule  making  committee  will  onlv  be 
indicated  through  experience  with  the  Medicare+Choice 
program.  Their  effectiveness  will  be  shown  if  insolvency  is 
rare,  and  beneficiaries  are  protected  when  it  does  occur.  It 
will  be  more  difficult  to  determine,  however,  whether  solvency 
protections  are  excessive.  The  Commission  will  track  the 
performance  of  the  solvency  standards  for  PSOs  and  for 
other  Medicare+Choice  plans  over  time. 

Internal  and  External  Quality  Evaluation 

Medicare's  original  risk  program  required  participating  HMOs 
to  have  arrangements  for  an  ongoing  quality  assurance  pro- 
gram that  stressed  health  outcomes  and  pro\ided  review  by 
physicians  and  other  health  care  professionals  of  the  process 
followed  in  providing  health  services.  In  addition,  HCFA 
typically  reviewed  risk  contractors  upon  application  and 
periodically  thereafter.  Peer  review  organizations  (PROs) 
conducted  case  review  in  certain  circumstances:  when  risk 
plan  enrollees  filed  complaints  related  to  quality;  when 
enrollees  believed  that  they  were  discharged  too  early  from 
the  hospital;  and  in  response  to  some  appeals  of  cov  erage 
denials.  PROs  also  developed  quality  studies  in  their  states, 
which  sometimes  included  risk  contractors. 

The  BBA  contains  detailed  requirements  for  plan  quality 
assurance  activities.  These  generally  are  organized  into 
internal  and  external  quality  review.  Internal  quality  review 
is  designed  to  assure  that  a  plan  has  a  process  for  recognizing 
and  addressing  problems  and  developing  ways  of  improving 
patient  care.  External  review  may  include  outside  assessments 
of  internal  processes  (like  accreditation)  or  activities  designed 
to  respond  to  problems  with  quality  of  care. 

Internal  Quality  Review 

In  the  new  program,  all  Medicare+Choice  organizations  and 
plans  must  have  an  internal  quality  assurance  program  that 
meets  a  series  of  specific  requirements  (see  Table  2-4).  Some 
of  these  requirements  differ  for  MSA  and  private  fee-for- 
service  plans.  This  is  presumably  because  plans  without 
networks  or  with  less  control  over  their  networks  through 
utilization  review  or  financial  arrangements  are  less  able  to 
influence  providers  and  thus  have  fewer  opportunities  to 


undertake  internal  quality  assurance  activities.  The  standards 
do  not  distinguish  among  coordinated  care  plans;  PPOs,  PSOs, 
and  HMOs  are  all  held  to  the  same  standards. 

In  a  significant  departure  from  the  risk  program,  the  BBA 
directs  die  Secretary  to  set  up  a  process  to  deem  plans  to  have 
met  all  these  internal  quality  review  requirements  if  they  are 
accredited  by  an  organization  whose  accreditation  standards 
are  no  less  stringent  than  Medicares.  The  National  Committee 
for  Quality  Assurance  (NCQA),  for  example,  has  a  national 
HMO  accreditation  program  that  provides  an  in-depth  review 
of  HMOs'  internal  processes  and  management  (NCQA  1995). 
It  has  not  focused  on  evaluating  plans  direcdy  based  on  their 
clinical  quality  measures,  but  is  planning  to  incorporate  these 
into  the  process  in  1999  (NCQA  1998). 

Other  accreditation  entities  exist  diat  have  specialized  in 
reviewing  different  types  of  plans  and  parts  of  plans,  including 
their  networks  and  utilization  management.  These  organiza- 
tions may  be  interested  in  becoming  Medicare + Choice 
reviewers.  HCFA  wall  need  to  decide  which  organizations  can 
serve  this  function  and  whether  it  may  be  appropriate  to  vary 
the  standards  to  reflect  differences  in  plan  design  that  are 
likely  to  influence  plans'  ability  to  manage  providers  and 
obtain  the  data  necessary  to  measure  process  of  care. 

HCFA  has  been  developing  a  uniform  set  of  review  guidelines 
for  Medicare  and  Medicaid  managed  care.  The  guidelines 
are  intended  to  assure  that  contracting  managed  care  organi- 
zations operate  internal  quality  assessment  programs  that 
achieve  measurable  improvements  in  enrollee  health,  function- 
al status,  or  satisfaction  (HCFA  1997).  These  improvements 
must  be  reported  and  must  meet  minimum  performance 
levels.  HCFA  may  incorporate  this  initiative  into  the 
Medicare+Choice  regulations. 

External  Review 

Medicare+Choice  coordinated  care  plans  will  have  to  obtain 
external  review  of  the  quality  of  their  inpatient  and  outpatient 
services  and  of  their  responses  to  written  complaints  about 
poor  quality  of  care  from  an  independent  quality  review  and 
improvement  organization  (such  as  a  PRO).  Little  detail  on 
the  external  review  process  is  provided  in  the  statutory  lan- 
guage, although  this  review  should  not  duplicate  accreditation 
processes.  Private  fee-for-service  plans  and  non-network  MSA 
plans  without  utilization  review  programs  do  not  have  to  meet 
the  external  review  requirement. 
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Table  2-4 


Quality  Requirements  for  Medicare+Choice  Plans,  by  Type  of  Plan 


Medical 

Coordinated  Private  Savings 

Requirement  for  Plan's  Quality  Assurance  Program  Care  Fee-for-Service  Account 

Stress  health  outcomes  and  provide  for  collection,  /  /  / 

analysis,  and  reporting  of  data  that  will  permit 
measurement  of  outcomes  and  other  indices  of 
plan  quality 

Monitor  and  evaluate  high-volume  and  high-risk  /  /  / 

services  and  the  care  of  acute  and  chronic 

conditions 

Evaluate  the  continuity  and  coordination  of  care  that  /  /  / 

enrollees  receive 

Be  evaluated  on  an  ongoing  basis  as  to  its  /  /  / 

effectiveness 

Include  measures  of  consumer  satisfaction  /  /  / 

Provide  the  Secretary  with  access  to  /  /  / 

information  appropriate  to  monitor  and 
ensure  the  quality  of  care  provided 

Provide  review  by  physicians  and  other  health  care  /  /  / 

professionals  of  the  process  followed  in  the  provision 
of  health  care  services 

Provide  for  the  establishment  of  written  protocols  for  / 
utilization  review,  based  on  current  standards  of 
medical  practice 

Have  mechanisms  to  detect  both  underutilization  / 
and  overutilization  of  services 

Establish  or  alter  practice  parameters,  after  / 
identifying  areas  for  improvement 

Take  action  to  improve  quality  and  assess  the  / 

effectiveness  of  such  action  through  systematic 

followup 

Make  available  information  on  quality  and  outcomes  /  b 

measures  to  facilitate  beneficiary  comparison  and 
choice  of  health  coverage  options 


s  If  the  plan  chooses  to  establish  written  protocols  for  utilization  review,  they  must  be  based  on  current  standards 
of  medical  practice. 

!l  Must  have  mechanisms  to  evaluate  utilization  of  services  and  inform  providers  and  enrollees  of  the  results 
of  such  evaluation 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  Balanced  Budget  Act  of  1997. 
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The  Secretarv  may  waive  the  external  review  requirement 
if  the  organization  has  consistently  maintained  an  excellent 
record  of  quality  assurance  and  compliance  with  odier 
Medicare+ Choice  requirements.  HCFA  will  need  to  decide 
how  to  measure  an  excellent  record  and  oyer  w  hat  period  of 
time  to  judge  consistent  performance.  HCFA  may  monitor 
signals  from  plans  that  have  a  waiv  er  to  determine  w  hether 
external  review  is  still  needed.  Examples  of  these  signals  might 
be  plan  merger  with  another  entity  substantial  changes  to  the 
provider  network,  poor  satisfaction  ratings,  or  high  levels  of 
complaints  or  disenrollment. 

Variation  in  Quality  Requirements  by  Plan  Types 

As  HCFA  implements  the  quality  standards  for 
Medicare+Choice  plans,  one  difficult  issue  is  how  certain 
rules  will  be  applied  to  private  fee-for-ser\ice  and  MSA  plans. 
There  also  may  be  plans  in  the  coordinated  care  category  with 
loose  contracting  arrangements  that  merit  consideration  for 
different  application  of  standards.  Like  private  fee-for-service 
ji    plans,  these  less-managed  plan  tvpes  might  not  have  the  kind 
of  contractual  relationships  with  providers  that  would  permit 
them  to  influence  provider  practices.  Further,  collection  of 
data  may  be  problematic  for  some  tvpes  of  plans.  Private 
fee-for-service  plans  should  be  able  to  collect  ami  provide  to 
HCFA  utilization  data  from  paid  claims,  but  it  is  probable  that 
MS  As  would  have  incomplete  data  of  this  sort  at  best.  This 
is  because  MSA  enrollees  whose  spending  fell  short  of  the 
annual  deductible  might  simply  pay  for  the  serv  ices  themselves 
and  never  submit  a  claim. 

If  these  quality  assurance  programs  provide  important  benefits 
to  enrollees,  one  might  argue  that  thev  should  be  implement- 
ed across  all  plan  types  and  in  traditional  fee-for-service 
Medicare  as  well.  Further,  these  quality  programs  are  expen- 
sive to  operate,  involving  staff  time  and  significant  investment 
in  information  management  systems.  Plans  that  do  not  have 
to  make  these  investments  will  have  a  competitive  advantage 
that  may  offset  their  comparatively  lesser  ability  to  influence 
providers. 

Appeals  and  Grievances 

Enrollee  disputes  with  plans  under  the  Medicare  risk  program 
were  generally  divided  into  appeals — disputes  about  payment 
or  coverage  decisions — and  grievances — beneficiary  com- 
plaints about  other  issues,  including  quality  of  care  (Joffe 
1997).  A  detailed  set  of  actions  were  required  to  address 
instances  when  patients  appealed  a  plan  decision  not  to 
provide  or  pay  for  a  desired  service  (PPRC  1996).  Plans 
were  required  to  inform  the  beneficiary  of  such  a  decision 


and  of  their  right  to  an  appeal.  An  appeal  was  first  reviewed 
through  the  plans  internal  process;  if  not  resolved  entirely  in 
the  enrollees  favor,  the  case  was  forwarded  to  a  HCFA 
contractor.  From  there,  beneficiaries  also  had  recourse  to  a 
Social  Security  Administration  administrative  law  judge  and 
to  a  U.S.  district  court,  depending  on  the  cost  of  the  services 
in  dispute. 

Some  appeals  took  as  long  as  seven  months  before  HCFA's 
contractor  made  a  final  decision.  To  address  concerns  that 
such  delays  could  be  harmful  to  the  enrollees  health,  HCFA 
developed  procedures  for  expedited  review  of  coverage 
denials  in  final  regulations  in  1997.  These  procedures  only 
applied  to  cases  where  the  normal  review  process  could  be 
expected  to  jeopardize  the  life  or  health  of  the  enrollee  or  the 
enrollees  ability  to  regain  maximum  function.  If  an  individual 
or  physician  requested  an  expedited  process,  and  the  plan 
found  tiiat  the  case  met  the  criteria  for  expedited  determina- 
tion or  reconsideration,  the  plan  had  to  notify  the  individual 
and  physician  of  its  decision  within  72  hours  of  the  request. 

The  BBA-specified  appeals  and  grievances  procedures  for 
Medicare+Choice  plans  are  similar  to  regulations  for  the  risk 
program.  Implementation  of  the  BBA  gives  the  Secretary  the 
opportunity  to  refine  the  appeals  and  grievances  policies, 
however,  and  several  issues  are  under  consideration.  A  new 
requirement  in  the  BBA  is  that  plans  provide  to  members, 
upon  their  request,  the  number  of  grievances,  redetermina- 
tions, and  appeals  and  the  aggregate  disposition  of  these 
actions.  Another  new  requirement  is  for  a  physician  (other 
than  the  patients  physician)  to  review  denials  of  care  based 
on  medical  necessity  as  part  of  the  plan's  internal  appeals 
resolution  process.  All  of  these  requirements  are  applied 
equally  across  plan  types. 

Appeals  of  Coverage  Decisions 

There  are  several  controversial  aspects  of  the  BBA  appeals 
procedures.  One  of  these  concerns  is  the  frequency  and  cir- 
cumstances under  which  a  plan  will  need  to  notify  enrollees 
of  their  ability  to  appeal  a  coverage  decision.  For  example, 
it  is  unclear  yet  whether  HCFA  will  decide  to  apply  the 
notification  requirement  in  instances  when  services  are  being 
reduced,  instead  of  discontinued.  Another  issue  is  whether 
plans  need  to  continue  providing  coverage  of  services  that 
are  under  appeal.  Some  argue  that  without  such  care, 
enrollees  might  suffer  harm;  others  aver  that  continuation 
of  coverage  gives  enrollees  an  opportunity  to  use  the  appeals 
process  as  a  way  to  receive  unnecessary  care.  Still  another 
issue  is  the  length  of  time  HCFA  will  specify  for  resolving 
a  non-expedited  appeal.  Plans  argue  for  flexibility  because 
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appeals  are  not  always  about  essential  services  withheld. 
For  example,  some  appeals  are  about  services  already 
rendered,  and  the  dispute  is  over  financial  liability.  HCFA 
will  have  to  balance  beneficiaries'  interests  with  reasonable 
burdens  on  plans. 

Grievances 

Under  both  the  risk  program  and  Medicare+ Choice,  plans 
must  have  reasonable  procedures  for  hearing  and  resolving 
grievances  between  the  plan  and  its  enrollees.  Several  con- 
cerns with  the  grievance  procedures  under  the  risk  program 
may  be  addressed  in  the  Medicare+Choice  regulations. 
First,  the  definition  raises  the  potential  for  confusion.  Most 
people  understand  grievances  to  be  complaints  about  issues 
like  appointment  waiting  times,  parking  availability,  and 
administrative  problems.  Including  quality  of  care  in  the 
grievance  category  might  make  it  difficult  for  beneficiaries 
to  know  whether  to  file  a  grievance  or  an  appeal.  This 
distinction  between  grievances  and  appeals  matters  because 
of  the  speed  and  process  of  resolution. 

Another  issue  is  whether  HCFA  needs  to  be  involved  in  set- 
ting guidelines  for  resolving  grievances.  Beneficiary  advocates 
argue  that  specific  guidelines  would  lead  to  more  uniformity 
across  plans.  Plans,  by  contrast,  point  to  existing  state  and 
accreditation  agency  requirements  as  already  meeting  benefi- 
ciary needs.  They  also  claim  that  federal  standards  might  lead 
to  inconsistency  between  federal  and  state  requirements.  State 
requirements  vary  considerably,  however. 

Availability  of  Information  About  Grievances  and  Appeals 

Beneficiary  advocates  and  others  have  long  called  for  public 
information  on  the  number  of  complaints  filed  against  plans 
(GAO  1996).  These  data,  they  argue,  can  give  a  good  indica- 
tion of  plan  quality:  plans  with  low  rates  of  grievances  and 
appeals  presumably  are  better  plans.  However,  comparative 
data  might  instead  reveal  differences  among  plans  in  educating 
beneficiaries  about  their  rights  to  file  grievances  and  appeals. 
A  recent  study  of  risk  plans  found  that  in  1996,  35  percent 
of  disenrollees  and  27  percent  of  enrollees  were  uninformed 
about  their  appeal  rights  (OIG  1998).  Because  so  many 
beneficiaries  did  not  know  about  these  rights,  it  may  be  that 
plans  with  higher  dispute  rates  were  the  ones  that  did  more 
t<>  educate  their  enrollees.  One  option  to  address  this  concern 
would  be  to  publish  data  on  the  rate  of  successf  ul  appeals, 
since  having  a  high  rate  of  successful  appeals  is  suggestive  of 
a  tendency  tor  a  plan  to  deny  medically  necessary  coverage. 


Provider  Network  Issues 

The  Medicare+Choice  legislation  describes  a  number  of 
requirements  specific  to  plans  that  have  a  provider  network 
and  diat  require  their  enrollees  to  use  these  providers. 
Medicare+Choice  plans  without  provider  networks  are 
not  subject  to  these  standards. 

Emergency  Services 

Each  Medicare+Choice  plan  with  a  provider  network  must 
ensure  access  to  services  for  emergency  medical  conditions 
using  the  so-called  prudent  layperson  definition.5  A  prudent 
layperson  is  assumed  to  have  an  average  knowledge  of  health 
and  medicine  and  to  be  able  to  judge  emergency  conditions 
based  on  the  severity  of  symptoms.  The  symptoms  (under  this 
standard)  should  be  sufficiently  severe  (including  severe  pain) 
diat  without  immediate  medical  attention,  the  condition  could 
be  expected  to  jeopardize  health  or  cause  serious  impairment 
to  bodily  functions  or  organs. 

Although  they  may  favor  different  processes,  both  plans  and 
emergency  physicians  appear  to  support  more  explicit  HCFA 
guidance  on  how  emergency  physicians  should  coordinate 
with  plan  physicians  for  care  after  an  emergency  is  stabilized. 
Some  concerns  have  been  raised  that  emergency  physicians 
sometimes  have  difficulties  contacting  plan  physicians  to 
develop  jointly  a  plan  of  care.  While  the  emergency  physician 
remains  legally  responsible  for  the  patient  s  care,  the  health 
plan  also  should  be  involved  in  providing  coverage  authoriza- 
tion and  medical  history  information,  and  arranging  care. 
HCFA  may  consider  requiring  plans  to  list  a  central  contact 
number  on  enrollment  cards  and  specifying  the  period  of 
time  by  which  die  approvals  from  the  plan  have  to  be  made. 

Provider  Participation 

The  risk  program  had  no  specific  requirements  about 
provider  participation  in  plans.  Over  the  past  several  years, 
provider  groups  have  been  making  some  headway  in  states 
at  establishing  rules  for  providers  who  wish  to  participate, 
who  are  excluded,  and  who  wish  to  appeal  plans'  decisions 
about  participation.  The  motivation  behind  these  requirements 
is  two-fold.  Ability  to  contract  with  a  plan  is  certainly  to  a 
providers  economic  advantage.  Providers  also  argue,  though, 
diat  consumers  benefit  from  provider  participation  require- 
ments because  plans  tend  to  discriminate  against  providers 
with  the  sickest  and  most  expensive  patients.  Plans,  by  con- 
trast, argue  that  it  is  by  limiting  networks  that  they  can  manage 
care  and  quality.  Further,  plans  have  greater  leverage  over 


5  Under  the  risk  program,  the  HMO  manual  defined  emergency  services  to  include  those  for  conditions  that  appeared  to  be 
emergencies  but  later  were  found  to  be  non-emergency.  Further,  plans  could  not  deny  coverage  of  emergency  services  because 
the  patient  did  not  obtain  prior  authorization.  The  prudent  layperson  standard  was  not  cited  in  either  statute  or  regulation. 
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price  if  thev  can  assure  providers  of  greater  volume.  Lower 
plan  costs  in  turn  benefit  consumers,  who  get  a  richer  benefit 
package  or  need  pav  less  for  their  care. 

The  BBA  requires  Medicare+ Choice  plans  that  have  agree- 
ments with  phvsicians  to  establish  reasonable  procedures 
relating  to  the  participation  of  physicians  (but  not  other 
tvpes  of  providers).  The  procedures  include  providing  notice 
of  rules  regarding  participation,  written  notice  of  adverse 
decisions,  and  a  process  for  appealing  adverse  decisions. 
The  method  and  content  of  the  appeals  process  will  be  in 
future  regulations — these  could  have  a  significant  impact  on 
plan  administrative  costs  and  ability  to  limit  dieir  networks. 

Beneficiary  Financial  Liability 

In  traditional  fee-for-service  Medicare,  hospitals  and  other 
facilities  accept  Medicare's  payment  as  payment  in  full  for 
inpatient  and  outpatient  services  (other  than  authorized  cost 
sharing).  Similarly,  participating  phvsicians  accept  Medicare's 
payment  amount  as  payment  in  full.  Phvsicians  who  are  not 
participating  in  the  Medicare  program,  and  who  do  not  accept 
Medicares  payment  as  payment  in  full,  can  bill  beneficiaries 
up  to  15  percent  above  Medicare's  allowed  charge  for  non- 
participating  phvsicians. 

Enrollees  in  risk  plans  had  the  same  balance  billing  protec- 
tions as  beneficiaries  under  traditional  Medicare,  so  long  as 
they  did  not  obtain  unauthorized  services  from  a  provider 
that  was  not  part  of  the  plan's  network.  In  the  new  program, 
enrollees'  out-of-pocket  liabilities  will  differ  depending  on 
the  type  of  Medicare+Choice  plan  the  individual  elects  (see 
Table  2-5).  The  rules  for  beneficiary  financial  liability  apply 
to  the  basic  benefit  package  and  any  additional  benefits  plans 
are  required  to  offer  because  of  the  adjusted  community  rate 
(ACR)  requirements.6 

Coordinated  Care  Plans 

Enrollees  in  Medicare+Choice  coordinated  care  plans  are 
likely  to  experience  the  lowest  out-of-pocket  costs.  For  them, 
the  amount  of  cost  sharing  per  enrollee  for  covered  services 
(including  any  premium  charged  by  the  plan)  can  be  no  more 
than  the  actuarial  value  of  the  deductibles,  coinsurance,  and 
copayments  under  traditional  Medicare.  A  physician  or  other 
provider  cannot  impose  balance  billing  charges  on  coordinated 
care  enrollees.  Coordinated  care  plans  are  liable  for  any 
allowed  balance  billing  by  non-contracting  providers.  Plans 
will  have  to  pay  non-contracting  providers  (for  example, 


providers  delivering  services  on  a  point-of-service  basis) 
at  least  the  same  amount  thev  would  have  received  if  the 
enrollee  were  in  traditional  Medicare,  including  allowed 
balance  billing  amounts. 

Under  the  old  risk  program,  plans  were  permitted  to  offer 
products  allowing  beneficiaries  to  use  out-of-network  services, 
referred  to  as  point-of-service  (POS)  or  open-ended  HMOs 
(HCFA  1996).  In  1997,  34  contracts  included  these  options 
(ProPAC  1997).  POS  products  were  defined  as  additional 
benefits,  not  as  Medicare  Part  A  and  Part  B  benefits.  The 
rationale  was  that  HMOs  already  provided  full  coverage 
of  Medicare  Part  A  and  B  services  through  their  networks. 
Defining  POS  as  an  additional  benefit  alleviated  the  need  for 
cost-sharing  to  be  actuarially  equivalent  to  that  in  traditional 
Medicare  fee-for-service.  Risk  plans  had  considerable  flexibili- 
ty to  design  their  POS  products.  They  could  impose  caps  on 
the  total  amount  of  benefits  covered  out  of  network,  limit 
die  benefit  to  certain  types  of  services,  and  develop  their  own 
cost-sharing  structures. 

The  BBA  is  silent  on  the  structure  of  POS  options.  HCFA 
may  continue  to  allow  POS  for  HMOs.  However,  the  require- 
ment under  Medicare+Choice  that  cost  sharing  be  actuarially 
equivalent  to  that  under  Medicare  fee-for-service  may  place 
some  constraints  on  plans  like  PPOs  that  would  be  structured 
to  provide  Medicare  services  both  in  and  out  of  network  and 
would  require  higher  cost  sharing  out  of  network  than  would 
be  permitted  in  traditional  Medicare.  The  tradeoff  for  less 
variety  of  product  design,  though,  is  greater  consumer  protec- 
tion against  out-of-pocket  spending. 

Private  Fee-for-Service  and  MSA  Plans 

The  rules  for  private  fee-for-service  plans  allow  greater 
beneficiary  cost  sharing  than  for  coordinated  care  plans.  First, 
private  fee-for-service  plan  premiums  are  not  limited.  Second, 
contract  providers  generally  may  bill  enrollees  in  private  fee- 
for-service  plans  up  to  15  percent  above  the  fee  schedule  the 
plan  uses.  In  contrast  to  traditional  Medicare,  this  privilege 
extends  to  all  categories  of  providers,  including  hospitals. 
The  BBA  requires  private  fee-for-service  plans  to  provide 
enrollees  an  explanation  of  benefits  comparable  to  that  used 
in  traditional  Medicare,  including  a  clear  statement  of  the 
enrollee  s  out-of-pocket  liability.  Where  balance  billing  charges 
could  be  substantial,  such  as  for  inpatient  hospital  services, 
the  plan  must  require  the  hospital  or  odier  provider  to  notify 
the  enrollee  in  advance  that  such  charges  will  apply,  and  to 
include  an  estimate  of  those  charges. 


6  An  adjusted  community  rate  proposal  is  a  plan's  statement  of  the  benefit  package  it  will  offer  to  enrollees.  The  proposal 
requires  plans  with  expected  costs  that  are  lower  than  anticipated  revenues  to  return  the  difference  to  enrollees  as  extra  benefits. 
The  proposal  also  demonstrates  that  any  plan  cost-sharing  requirements  will  be  no  higher  than  the  actuarial  value  of  cost  sharing 
under  fee-for-service  Medicare.  See  MedPAC's  March  1998  report  for  a  full  discussion  of  the  proposal. 
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Table  2-5 


Rules  Affecting  Beneficiary  Financial  Liability  and  Provider  Reimbursement  for  Enrollees  in  Medicare+Choice 
Plans,  by  Type  of  Plan 


Item 


Traditional  Medicare 


Coordinated  Care 


Private  Fee-for-Service 


ledical  Savings  Account 


Beneficiary  liability 
for  premiums, 
deductibles, 
copayments,  and 
coinsurance 


Beneficiary  liability 
for  balance  billing 


In  1998,  beneficiaries  pay  a  $44 
monthly  premium  for  Part  B. 

The  deductible  for  Part  A  hospital 
care  is  $764  for  each  benefit 
period.  The  annual  deductible 
for  Part  B  services  is  $100, 

Beneficiaries  with  hospital  stays 
of  more  than  60  days  pay  $191 
per  day.  Beneficiaries  with  skilled 
nursing  facility  stays  of  more 
than  20  days  pay  $96  per  day. 
Beneficiaries  also  have  20 
percent  coinsurance  for  most 
Part  B  services. 

Physicians  who  do  not  participate 
in  Medicare  may  bill  beneficiaries 
up  to  15  percent  above  the 
allowed  Medicare  charge  for  non- 
participating  physicians.  Other 
providers  may  not  balance  bill. 


In  1998,  beneficiaries  pay  a  $44 
monthly  premium  for  Part  B. 

Premium  and  actuarial  value  of 
other  cost  sharing  (for  example, 
coinsurance)  on  average  cannot 
exceed  the  average  actuarial 
value  of  cost  sharing  under 
traditional  Medicare. 


Beneficiaries  are  not  liable  for 
any  balance  billing  amounts. 


In  1998,  beneficiaries  pay  a  $< 
monthly  premium  for  Part  B. 

The  actuarial  value  of  cost 
sharing  (not  including  the 
premium)  on  average  cannot 
exceed  the  average  actuarial 
value  of  cost-sharing  under 
traditional  Medicare. 


Contract  providers  can  bill  up  to 
15  percent  above  the  private  fee 
schedule  (which  can  be  higher  or 
lower  than  Medicare  rates). 

Non-contract  providers  cannot 
balance  bill  beneficiaries. 


In  1998,  beneficiaries  pay  a  $44 
monthly  premium  for  Part  B. 

A  deductible  of  no  more  than 
$6,000  (indexed  for  inflation  after 
1999).  Amounts  above  traditional 
Medicare  payments  (including 
coinsurance)  do  not  have  to  be 
counted  toward  satisfying  the 
deductible. 

Above  the  deductible,  MSA  plan 
must  pay  all  Medicare-covered 
expenses  including  cost  sharing 
(but  not  balance  billing). 


Balance  billing  is  allowed  and  not 
subject  to  any  limits,  regardless 
of  whether  the  deductible  has 
been  met. 


Plan  payment 
obligation  to 
physicians, 
hospitals,  and 
other  providers 


Sources  of 
payments  to 
physicians, 
hospitals,  and 
other  providers 


Medicare  pays  providers  using 
a  number  of  different  methods, 
including  prospectively  set 
payment  rates  and  retrospective 
cost-based  reimbursement. 


All  providers  receive  payments 
from  Medicare  and  cost  sharing 
payments  from  beneficiaries 
(or  their  secondary  insurers). 


Plans  pay  contract  providers 
based  on  privately  negotiated 
fees  or  rates,  minus  beneficiary 
cost-sharing  amounts. 

Plans  pay  non-contract 
providers  at  fees  or  rates  based 
on  traditional  Medicare  payment 
systems,  including  allowable  bal- 
ance billing. 


Contract  and  non-contract 

providers  receive  payments  from 
plans  and  cost  sharing  payments 
from  beneficiaries. 


Plans  pay  contract  providers 
based  on  privately  negotiated 
fees  or  rates,  minus  beneficiary 
cost-sharing  amounts.  Fees 
or  rates  must  be  as  high  as 
Medicare  unless  plan  has  a 
sufficient  number  and  range 
of  provider  contracts. 

Non-contract  providers — same 
as  in  coordinated  care  plans. 

Contract  providers  receive 
payment  from  plans  and  may 
collect  cost  sharing  and  balance 
bill  (up  to  1 5  percent)  from  the 
beneficiary. 

Non-contract  providers  receive 
payments  from  plans  and  cost 
sharing  payments  (but  no  balance 
bills)  from  beneficiaries. 


Above  the  deductible,  plan 
reimburses  provider  for  at  least 
traditional  Medicare  payment 
amounts  including  coinsurance. 


Below  the  deductible,  providers 
receive  payments  from  beneficia- 
ries based  on  their  charges. 

After  the  beneficiary's  deductible 
is  met,  providers  receive 
the  plan's  payment  (based  on 
traditional  Medicare  payment 
systems),  but  may  collect 
unlimited  balance  bills  from 
the  beneficiary. 


SOURCE:  Medicare  Payment  Advisory  Commission  and  Congressional  Research  Service  analysis  of  the  Balanced  Budget  Act  of  1 997. 
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The  term  contract  provider  refers  to  a  prouder  w  ho  has 
entered  into  an  explicit  agreement  with  a  plan  establishing 
payment  amounts  for  services  rendered  to  the  plans  enrollees. 
A  proNider  can  be  deemed  to  have  a  contract  with  a 
Medicare* Choice  private  fee-for-senice  plan  if.  before 
furnishing  services  to  the  enrollee  of  such  a  plan,  the  pro\ider: 
(1)  had  received  a  notice  of  the  indhidual's  enrollment  in  a 
private  fee-for-senice  plan  and  had  been  informed  of  die 
terms  and  conditions  of  the  plan's  payment  or  (2)  if  the 
provider  had  been  given  reasonable  opportunity  to  obtain 
such  information.  HCFA  will  specify  how  pro\iders  will  be 
deemed  to  be  contracting  in  greater  detail. 

Non-contracting  pro\iders  may  not  collect  balance  bills  from 
enrollees,  although  die  plan  must  pay  the  traditional  Medicare 
allowed  charge  plus  anv  balance  bill  up  to  the  traditional 
Medicare  limits.7 

Because  MSA  plans  are  structured  around  a  high  deductible, 
potential  cost  sharing  is  higher  than  under  traditional 
Medicare.  No  limits  are  placed  on  high-deductible  plan 
premiums.  In  addition,  unlimited  balance  billing  is  allowed, 
regardless  of  w  hether  the  deductible  has  been  met.  Plans 
can  determine  whether  they  count  these  amounts  toward 
the  deductible  or  whether  thev  pay  balance  bills  after  the 
deductible  is  met.  Unlike  private  fee-for-senice  plans,  MSA 
plans  are  never  required  to  notify  enrollees  of  balance  billing 
liability  before  senices  are  rendered. 

It  will  be  difficult  for  HCFA  to  monitor  beneficiary  liability 
in  these  two  types  of  arrangements  because  the  private  fee-for- 
service  plan  notices  need  not  be  filed  with  HCFA,  and  there  is 
no  provision  for  MSA  plans  to  report  enrollees'  spending  up  to 
the  deductible  (  including  senices  the  plan  does  not  consider 
to  apply  towards  the  deductible).  MSA  plans  are  not  required 
to  report  balance  billing  incurred  by  enrollees  who  have 
exceeded  their  deductible.  Whether  this  information  might 
be  available  because  of  the  BBA  requirement  for  plans  to  start 
supplying  encounter  data  on  health  senices  (for  purposes  of 
risk  adjustment)  is  uncertain. 


Service  Area  and  Benefit  Package  Variation 

Under  the  risk  program,  plans  were  given  a  fair  amount 
of  flexibility  in  defining  their  senice  areas.  HMOs  generally 
had  to  sene  all  of  the  area  for  which  thev  contracted  without 
excluding  particular  areas.  However,  plans  were  not  required 
to  sen  e  all  of  a  countv.  Thev  could,  tor  example,  exclude  the 
more  rural  zip  codes  from  their  senice  area,  a  policy'  that 
allowed  plans  to  meet  pro\ider  access  requirements.  Plans 
also  could  hold  multiple  contracts,  yvhich  let  them  avoid 
counties  with  loyver  payment  rates. 

W  ithin  the  counties  that  made  up  their  senice  areas,  risk 
plans  could  van  their  benefit  packages  and  charge  different 
premiums,  although  at  minimum,  all  Medicare  benefits  had 
to  be  covered.  Benefit  variation  was  carried  out  by  plans 
describing  minimum  packages  in  their  ACR  proposal  and 
then  supplementing  the  packages  in  certain  counties  (HCFA 
1995).  The  rationale  for  this  policy  yvas  to  let  plans  be  more 
competitive  in  some  areas.  Some  plans,  for  instance,  offered  a 
relatively  rich  benefit  package  in  urban  areas,  where  payments 
yvere  relatively'  high,  while  offering  only  the  minimum  package 
in  rural  areas. 

As  in  die  risk  program,  Medicare+Choice  plans  must  cover 
all  Medicare  services.  Under  Medicare+Choice,  though,  pre- 
miums charged  enrollees  for  basic  and  supplemental  benefits 
are  not  permitted  to  van  among  enrollees.  HCFA  has  indicat- 
ed its  intention  to  require  all  plans  eventually  to  offer  the 
same  packages  across  their  service  area  (HCFA  1998a).  HCFA 
may  also  need  to  reevaluate  whether  plans  can  continue  to 
hold  multiple  contracts  (each  with  a  different  benefit  and 
premium  structure)  in  the  same  state  or  market  area. 
Depending  on  HCFA's  policy  in  these  matters,  plans  might 
restructure  their  benefit  packages  or  the  definition  of  their 
Medicare+Choice  service  areas. 

MSA  Payment  and  Deposit 

The  BBA  outlines  the  basic  process  for  handling  cash  deposits 
for  beneficiaries  electing  a  high-deductible  MSA  plan.  Any  dif- 
ference between  Medicare's  total  payment  and  the  premium 
for  the  high-deductible  plan  will  be  deposited  by  HCFA  into 
the  beneficiary's  designated  medical  savings  account.  The 
entire  amount  for  the  year  will  be  deposited  at  the  start  of 
the  year,  and  HCFA  must  be  prepared  to  recover  these  funds 
if  beneficiaries  leave  the  MSA  during  the  year.  The  high- 
deductible  plan  will  receive  monthly  premium  payments 
for  each  enrollee. 


7  If  the  plan's  fee  schedule  is  higher  than  Medicare's— as  would  probably  occur  in  most  cases— there  would  be  no  reason  to  be 
considered  a  non-contract  provider.  But  if  the  plan's  fees  were  lower,  providers  might  prefer  this  status. 
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Table  2-6 


Rules  for  Enrollment  in  Medicare+Choice  Plans  as  Established  by  the  Balanced  Budget  Act  of  1997 


Enrollment 
Year 


Information  Availability 


Timing  of  Enrollment  in  a 
Medicare+Choice  Plan  or 
Traditional  Medicare 


Ability  to  Disenroll  from  a 
Medicare+Choice  Plan,  Return  to 
Traditional  Medicare,  or  Switch  Plans 


1999 


2000 


2001 


2002 


2003  and  thereafter 


Special  information  campaign  in 
November  1998 

Health  information  fair  in 
November  1999 

Health  information  fair  in 
November  2000 

Health  information  fair  in 
November  2001 

Health  information  fair  in 
November  of  each  year 


Continuous  open  enrollment 
Continuous  open  enrollment 
Continuous  open  enrollment 


Open  season  held  in  November  2001; 
enrollment  effective  January  1,  2002 

Open  season  held  in  November  of 
preceding  year;  enrollment  begins 
January  1 


Any  time  during  year 


Any  time  during  year 


Any  time  during  year 


One  time  during  the  first  six  months  of 
the  year 


One  time  during  the  first  three  months  of 
the  year 


SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  Balanced  Budget  Act  of  1997. 


A  preliminary  reading  of  the  statute  suggested  that  there 
would  have  heen  widely  varying  deposit  amounts  for  individu- 
als, based  on  their  risk  factors.8  A  beneficiary's  deposit  amount 
would  have  consisted  of  the  difference  between  die  risk- 
adjusted  Medicare  payment  for  the  beneficiary  less  the  plan's 
community-rated  premium  for  the  high-deductible  insurance 
policy.  Thus,  all  the  variation  in  Medicares  risk-adjusted 
payment  amounts  would  have  been  reflected  in  the  deposit 
amounts  for  individual  beneficiaries. 

There  would  be  some  advantage  to  having  beneficiaries' 
MSA  deposits  vary  by  their  risk  characteristics,  because  people 
who  were  likely  to  be  sickest  would  have  higher  out-of-pocket 
spending  than  would  healthier  beneficiaries.  There  are  several 
problems,  though,  with  allowing  all  of  the  variation  resulting 
from  the  risk  adjusters  to  be  captured  in  the  deposit  amounts. 
One  is  beneficiaries'  difficulty  in  contrasting  the  benefit  and 
deposit  amount  offered  by  an  MSA  against  the  benefits  and 
premiums  offered  by  all  other  plans  and  traditional  Medicare 
in  the  same  market  area.  This  is  because  the  deposit  amount 
for  the  same  plan  would  be  different,  depending  on  die 
beneficiaries'  county  of  residence  and  risk  rating. 

Another  problem  is  that  the  deductible  caps  most  of  a 
beneficiary's  out-of-pocket  liability  (except  for  balance  billing) 
for  Medicare-covered  services  after  $6,000.  The  risk  adjusters, 


by  contrast,  could  lead  to  much  greater  variation  in  the 
deposits  than  would  be  warranted  to  cover  out-of-pocket 
spending  for  Medicare-covered  services.  Even  with  the  cur- 
rent demographic  adjusters,  this  can  be  seen:  in  a  payment 
area  with  a  monthly  payment  of  $500,  a  66  year-old  woman 
living  in  die  community  would  have  an  annual  payment  of 
$3,600  ($500  x  12  months  x  adjuster  0.6),  and  an  86  year-old 
woman  in  a  nursing  home  would  have  an  annual  payment  of 
$12,300  ($500  x  12  mondis  x  adjuster  2.05).  Given  a  uniform 
premium  for  a  high-deductible  plan  of  $200  per  month,  the 
younger  woman  would  receive  $1,200  in  her  account,  and 
the  older  woman  would  get  $9,900,  $3,900  more  than  the 
deductible.9 

Finally  allowing  the  deposit  to  vary  with  the  risk  adjuster 
could  lead  to  what  is  called  a  premium  death  spiral — where 
adverse  risk  selection  fuels  higher  premiums.  If  relatively 
sicker  beneficiaries  were  the  ones  who  joined  plans,  yet  plans 
could  not  change  the  deductible,  the  higher  use  of  medical 
services  past  the  deductible  would  have  to  be  financed 
through  higher  premiums.  Higher  premiums,  in  turn,  would 
reduce  deposit  amounts,  making  the  MSA  option  unattractive 
to  the  healthier  beneficiaries — diose  whose  payment  rate  was 
so  low  that  they  would  have  little  or  no  funds  in  die  MSA  after 
paying  the  MSA  plan  premium. 


See  MedPAC  1998  for  full  description  of  the  risk  adjustment  policy. 


9  This  problem  would  be  exacerbated  when  risk  adjusters  based  on  prior  diagnosis  are  introduced  because  these  would  lead 
to  even  more  variable  payment  amounts  across  individuals. 
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One  alternative  to  allowing  MSA  deposits  to  vary  with 
pa\"ment  amounts  is  having  the  deposit  amount  be  die  average 
projected  pavment  to  the  MSA  plan,  less  the  community-rated 
premium.  This  approach  would  require  the  MSA  plan  to  pro- 
ject its  Medicare  revenues  similarly  to  all  other  plans,  and  to 
state  the  premiums  it  wished  to  charge  for  the  high-deductible 
insurance  policy.  The  deposit  amount  offered  would  equal 
average  projected  revenues  less  premiums.  The  MSA  plan 
would  guarantee  this  deposit  amount  and,  like  all  other 
Medicare+Choice  plans,  would  be  at  risk  for  any  differences 
between  the  revenues  thev  projected  in  their  statement  to 
HCFA  and  the  revenues  thev  actually  received. 

Implementing  this  approach  would  require  coordinating 
several  aspects  of  Medicare+Choice  administration.  First, 
while  MSA  plans  do  not  have  to  file  complete  ACR  materials, 
thev  would  need  to  file  enough  information  to  implement 
this  approach.  Thus,  in  addition  to  the  information  on  their 
proposed  premium  specified  in  statute,  the  MSA  plans  would 
have  to  file  projected  Medicare  revenue  per  enrollee.  Second, 
contracts  with  MSA  plans  and  accompanying  regulatory  lan- 
guage would  have  to  clarify  that  the  MSA  plan  guaranteed 
the  deposit  amount  as  calculated  from  dieir  ACR-substitute 
rate  filing.  MSA  plans  would  have  to  be  informed  that  their 
Medicare  revenues  per  enrollee  were  uncertain,  and.  as 
with  all  Medicare+Choice  plans,  that  they  might  collect 
more  or  less  than  the  total  premium  amount  stated  on  their 
ACR-substitute. 

ENROLLMENT  AND  DISENROLLMENT  RULES 

All  Medicare  beneficiaries  who  are  entitled  to  Part  A  benefits 
and  enrolled  under  Part  B  generally  may  enroll  in  a  contract- 
ing Medicare+Choice  plan."  The  specific  rules  governing 
enrollment  and  the  information  provided  to  beneficiaries  are 
detailed  in  the  BBA  (see  Table  2-6).  Through  2001,  as  under 
the  risk  program,  beneficiaries  may  choose  to  enroll  when 
they  first  become  eligible  for  Medicare  or  at  any  other  time 
plans  offer  open  enrollment.  They  may  disenroll  or  switch 
plans  monthly.  All  plans  choosing  to  participate  must  at  least 
be  available  for  enrollment  in  an  open  season  held  each 
November,  beginning  in  1998. 


Enrollment  Lock-In 

Starting  widi  enrollment  for  2002,  however,  the  rules  will 
change.  Enrollment  decisions  made  during  each  November 
open  season  will  be  effective  the  following  January,  and  the 
right  to  disenroll  from  a  plan  for  any  reason  will  no  longer 
exist.  Enrollees  will  have  one  additional  opportunity  each  year 
to  select  a  different  plan  or  switch  to  traditional  Medicare. 
In  2002,  diev  can  do  so  in  die  first  sLx  months  of  the  year. 
Thereafter,  thev  can  do  so  only  in  the  first  three  months  ol 
the  year.  In  addition,  beneficiaries  first  becoming  eligible  for 
Medicare  can  choose  to  enroll  in  a  Medicare+Choice  plan 
in  their  first  six  months  of  eligibility  in  2002  and  in  their  first 
three  months  of  eligibility  in  2003  and  subsequent  years. 

The  creation  of  a  single  open  season  for  enrollment  changes 
and  the  elimination  of  the  right  to  monthly  disenrollment  was 
controversial.  The  single  open  season  has  the  advantage  of 
providing  one  opportunity  for  making  information  available 
to  beneficiaries.  But  it  has  the  disadvantage  of  clustering  new 
enrollment,  orientation  of  new  enrollees,  and  initial  health 
evaluations  of  new  enrollees  all  at  one  point  during  the  year. 
And  it  may  complicate  the  coordination  ol  employer-sponsored 
coverage  if  changes  for  such  coverage  are  only  allowed  at  a 
different  time  of  year. 

The  right  to  monthly  disenrollment  has  been  viewed  as  a 
salrt\  \.il\r  I >\  inaiiN  I u'licl inaiii 's.  The\  may  led  more  com- 
lort.iUr  joining  pri\ato  tnuiiagrd-i-aiv  arrangements  il  the) 
know  they  can  easily  leave.  Further,  since  it  is  expensive  for 
plans  to  recruit  enrollees,  the  monthly  disenrollment  option 
gives  plans  a  strong  incentive  to  make  special  efforts  to  satisfy 
and  retain  their  enrollees.  Finally,  plans  often  maintain  that  it 
helps  neither  plan  nor  beneficiary  to  hold  a  beneficiary  in  a 
plan  he  or  she  does  not  want  to  be  in. 

At  the  same  time,  an  annual  lock-in  may  keep  in  plans 
enrollees  who  otherwise  would  disenroll  to  fee-for-service, 
possibly  for  greater  access  to  specialists  and  other  expensive 
care  (Nelson  et  al.  1996).  Allowing  monthly  disenrollment 
may  contribute  to  favorable  risk  selection  to  Medicare+Choice 
plans  and  adverse  selection  to  the  fee-for-service  Medicare 
program,  that  is,  plans  would  end  up  with  a  healthier  group 
than  average,  and  fee-for-service  Medicare  would  have  the 
sicker  group. 


10  Some  beneficiaries  are  not  permitted  to  enroll,  namely  those  with  end-stage  renal  disease  (unless  they  developed  the  condition 
while  enrolled  in  the  plan)  and  those  who  live  outside  the  plan's  service  area  (unless  the  plan  provides  out-of-area  coverage). 
Further,  some  plans  may  not  be  available  for  enrollment  if  they  have  reached  enrollment  capacity. 
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Under  the  BBA,  information  about  plans  would  be  disseminat- 
ed to  all  Medicare  beneficiaries  annually  just  before 
November,  the  month  for  enrollment  and  disenrollment 
choices.  Beneficiaries'  enrollment  decisions  would  be  effective 
January  1  of  the  following  year.  Some  concerns  have  been 
raised  that  these  dates  are  the  same  as  those  used  by  many 
employers,  therein-  concentrating  all  plan  enrollment  and 
marketing-related  activities  to  one  time  per  year.  HCFA  may 
wish  to  pursue  statutory  change  to  move  the  open  enrollment 
month  and  related  dates  to  another  time  of  year  when  plans 
are  not  so  busy  with  similar  activities  for  employers.  HCFA 
may  want  to  survey  plans  to  identify  less  busy  time  periods 
and  the  level  of  interest  in  having  different  enrollment  months 
for  employers  and  Medicare.  Sonic  plans  might  prefer  having 
these  open  enrollment  periods  at  the  same  time  since  it 
would  be  easier  to  coordinate  with  employers  on  behalf  of 
their  retirees. 

Exceptions  to  Annual  Disenrollment  After  2001 

The  BBA  provides  several  exceptions  to  the  general  disenroll- 
ment rules  discribed  earlier.  Beneficiaries  may  disenroll  from 
a  Medicare+Choice  plan  any  month  during  the  first  year  after 
they  turn  65.  Disabled  beneficiaries  are  not  provided  the  same 
right  as  aged  beneficiaries  to  disenroll  or  change  plans  at  any 
time  during  their  first  year  of  Medicare  eligibility.  The  reason 
for  this  difference  is  that  disabled  beneficiaries  do  not  have 
guaranteed  issue  rights  to  Medicare  supplemental  insurance 
(Medigap)  plans."  But  it  is  unclear  why  the  right  to  change 
plans  or  return  to  traditional  Medicare  should  be  denied 
simply  because  beneficiaries'  right  to  obtain  Medigap  coverage 
has  not  been  assured. 

Exceptions  are  also  made  when  a  plan  goes  out  of  business,  a 
beneficiary  moves  out  of  the  plan's  service  area,  or  if  the  bene- 
ficiary can  demonstrate  that  the  Medicare+Choice  plan 
substantially  violated  its  Medicare+Choice  contract.  The  latter 
situation  would  include  a  plan's  failure  to  provide  medically 
necessary,  covered  care  or  care  of  acceptable  quality.  Another 
exception  is  when  a  plan  has  made  materially  false  representa- 
tions in  its  marketing.  HCFA  may  define  other  exceptions  as 
well.  Some  have  suggested  including  among  these  exceptions 
substantial  changes  in  a  plan's  provider  network  or  the  onset 
of  certain  medical  conditions. 


HCFA  will  need  to  decide  whether  it  will  continue  to  allow 
beneficiaries  to  be  retroactively  disenrolled.  Under  die  risk 
program,  retroactive  disenrollment  took  place  when  there 
was  evidence  through  the  appeals  process  that  the  beneficiary 
did  not  intend  to  enroll  in  a  plan.  Such  evidence  included 
continuing  or  enrolling  in  Medigap  while  a  risk  plan  member, 
receiving  non-emergency  services  out  of  the  plan  network, 
and  queries  from  beneficiaries  to  HCFA  about  whether  they 
are  enrolled  in  a  plan  (HCFA  1995).  In  these  situations,  the 
Medicare  fee-for-service  program  paid  any  provider  claims, 
and  HCFA  took  back  plans'  capitation  payments  and  disen- 
rolled the  beneficiaries. 

Under  Medicare+Choice,  a  plan  can  disenroll  an  enrollee  in 
certain  circumstances,  including  non-payment  of  premiums, 
disruptive  behavior,  or  if  the  plan  changes  its  service  area  or 
leaves  the  Medicare+Choice  program  altogether.  HCFA  will 
need  to  decide  the  grace  period  for  nonpayment  of  premiums. 
If  the  grace  period  is  relatively  short,  beneficiaries  would  be 
able  to  disenroll  simply  by  not  paving  their  premiums  (if  the 
plan  charges  any).  In  addition,  there  is  considerable  concern 
among  beneficiary  advocates  about  how  disruptive  behavior 
will  be  defined  in  regulation.  They  argue  that  plans  should 
not  be  allowed  to  disenroll  beneficiaries  who  file  complaints 
or  grievances  or  benef  iciaries  whose  behavior  is  related  to  a 
medical  condition. 

INFORMATION  FOR  BENEFICIARIES 

Under  the  risk  program,  beneficiaries  in  most  parts  of 
the  country  received  only  general  information  from  HCFA 
about  their  options.  Otherwise,  they  relied  on  plans  or  outside 
sources  for  information  about  available  plans.  Many  experts 
believe  that  informed  beneficiaries  are  essential  if  the 
Medicare+Choice  program  is  to  succeed  and  if  beneficiaries 
are  to  avoid  serious  difficulties  in  navigating  the  new  system. 
In  keeping  with  this  perspective,  the  BBA  requires  HCFA, 
before  each  open  season,  to  mail  to  each  beneficiary  informa- 
tion that  includes  a  list  of  available  plans  and  a  comparison 
of  plan  options. 

This  mailing  will  describe  benefits  and  costs  under  traditional 
Medicare  (including  information  on  supplemental  or  Medigap 
insurance),  grievance  and  appeals  processes,  and  open  season 
procedures.  For  each  plan,  the  information  would  cover 
benefits,  premiums,  out-of-pocket  costs,  and  quality  and 
performance  indicators.  HCFA  is  also  required  to  maintain 
a  toll-free  telephone  number  and  an  Internet  site. 


"  Some  states  guarantee  the  availability  of  Medigap  coverage,  some  insurers  offer  coverage  on  a  guaranteed-issue  basis  as  a 
matter  of  practice,  and  some  beneficiaries  choose  to  retain  Medigap  coverage  after  enrolling  in  a  risk  plan  to  protect  against  the 
possibility  that  coverage  would  not  be  available  at  a  later  time. 
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The  full  array  of  information  should  be  available  in  November 
1999,  when  HCFA  conducts  the  first  open  enrollment  season. 
In  November  199S.  HCFA  is  required  to  hold  an  educational 
and  publieitv  campaign  about  Medicare+Choice — through 
which  some  of  this  information  would  presumably  be  made 
available.  HCFA  already  has  made  plan  comparison  informa- 
tion available  on  the  Internet. 

Issues 

The  task  of  providing  information  to  all  beneficiaries  is  a  large 
one  and  involves  decisions  on  the  content  of  information  to 
be  included,  the  format  in  which  such  information  should  be 
presented,  and  the  means  of  dissemination.  In  developing 
informational  materials,  HCFA  must  consider  what  features  to 
compare,  the  lack  of  standardization  among  plan  offerings,  die 
availability  of  measures  on  which  to  compare  plans,  differing 
communication  skills  ( including  low  literacy  rates  and  different 
language  skills),  and  different  information  needs  that  apply  to 
chronically  ill  beneficiaries  as  opposed  to  others.  Issues  of  pre- 
sentation include  the  format  of  materials,  use  of  graphics  and 
color,  appropriate  report  card  formats — as  well  as  die  relative 
advantages  of  printed  materials,  \ideotapes,  mass  media 
broadcasts,  and  personal  and  computer  interactions. 

No  Change  Is  Required 

To  avoid  mass  confusion  with  the  first  mailing,  many  plans, 
policy  makers,  and  beneficiary  advocates  believe  that  HCFA 
should  set  as  a  first  priority  emphasizing  that  beneficiaries 
need  make  no  changes  from  their  current  arrangements.  They 
argue  that  it  is  better  for  beneficiaries  to  be  slow  to  make  a 
transition  to  Medicare+Choice  than  to  switch  to  one  of  the 
new  types  of  arrangement  because  they  think  traditional 
Medicare  is  no  longer  an  option. 

Role  of  Advisors 

Medicare  has  supported  programs  that  counsel  beneficiaries 
about  their  Medigap  and  managed  care  options.  In  addition, 
groups  like  the  Area  Agencies  on  Aging  and  priv  ate  organiza- 
tions may  be  available  for  in-person  counseling  of  Medicare 
beneficiaries.  Medicare  will  need  to  make  decisions  about 
funds  available  to  these  entities  and  how  they  fit  into  the 
Medicare+Choice  informational  campaign.  Medicare  may 
want  to  consider  using  these  groups  or  others  to  educate 
beneficiaries  about  how  to  access  information  about  options 
through  the  Internet. 

In  addition  to  these  organizations,  beneficiaries  may  seek 
advice  from  family,  friends,  and  their  physicians.  In  cases 
where  a  beneficiary  is  incapable  of  making  decisions  about 
enrollment,  HCFA  may  consider  distributing  Medicare+Choice 
information  to  the  people  who  are  responsible  for  insurance 
and  other  decisions  on  that  beneficiary's  behalf. 


Some  ph\  sicians  may  find  conflict  between  wanting  to  give 
advice  about  plans  to  beneficiaries  and  acting  as  a  good  busi- 
ness partner  to  all  the  plans  widi  which  tiiev  contract  (Jensen 
1998).  This  conflict  may  be  especially  acute  when  phy  sicians 
are  part  of  a  PSO  and  also  contract  with  other  plans. 
Phy  sicians  who  participate  in  PSOs  may  in  good  conscience 
steer  tiieir  patients  to  these  plans  because  diev  feel  a  provider- 
run  option  is  of  the  highest  quality.  This  possibility  also  raises 
concerns,  however,  about  the  potential  financial  benefits  to  the 
physician  of  referring  patients  to  the  PSO  and  opportunities 
for  choosing  patients  who  are  least  likely  to  use  services. 

Multilayered  Approach 

Ideally  the  information  provided  by  HCFA  and  plans  will  be 
presented  in  such  a  way  tiiat  the  beneficiaries  will  be  neither 
overwhelmed  with  information  that  thev  do  not  want,  nor  be 
frustrated  when  they  have  very'  specific  questions.  For  exam- 
ple, one  beneficiary  may  want  to  know  only  the  two  or  three 
most  important  differences  between  traditional  fee-for-service 
and  the  options  available  in  his  or  her  area.  Another  might 
wish  to  know  a  great  deal  more  about  a  particular  benefit, 
about  participating  providers,  or  quality  ratings.  Some  suggest 
that  the  most  effective  way  to  provide  information  to  con- 
sumers is  a  multilayered  approach  (Gibbs  1995).  This  would 
allow  beneficiaries  to  retrieve  only  as  much  information  as 
thev  wish. 

Special  Needs  Populations 

Another  challenge  facing  HCFA  is  educating  and  providing 
information  to  those  beneficiaries  who  do  not  speak  English, 
are  illiterate,  blind,  deaf,  or  suffering  from  cognition  problems. 
Constituencies  exist  for  each  of  these  Medicare  beneficiary' 
populations,  and  it  is  likely  to  be  very  difficult  for  Medicare 
to  be  responsive  to  all  their  special  needs. 

Quality  Indicators 

HCFA  is  committed  to  having  plans  report  data  that  would 
allow  measurement  of  health  care  processes  and  outcomes 
for  beneficiaries  enrolled  in  private  health  plans.  It  instituted 
reporting  of  Health  Plan  and  Employer  Data  and  Information 
Set  (HEDIS),  measures  for  plan  comparisons  and  is  participat- 
ing with  the  Foundation  for  Accountability  to  develop 
additional  health  outcomes  measures.  Data  on  some  of  these 
measures  from  plans  has  been  found  to  be  unreliable, 
although  steps  are  already  being  taken  to  improve  their  quality 
(Medicine&Health  1998).  Further,  because  these  measures 
do  not  reflect  sophisticated  adjustments  to  account  for  differ- 
ences in  patient  mix,  poor  performance  may  indicate  a  sicker 
group  of  enrollees  instead  of  poor  quality  care. 
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Despite  some  problems  with  the  information  collected  to  date, 
HCFA  will  continue  gathering  data  and  intends  to  publish 
comparative  health  outcomes  measures  as  part  of  its  informa- 
tion distribution  campaign.  HCFA  will  need  to  consider 
carefully  how  best  to  educate  consumers  on  the  meaning 
and  limitations  of  these  measures. 

Standardized  Benefits 

Under  the  risk  program,  plans  had  considerable  flexibility 
to  develop  benefit  packages.  They  had  to  meet  certain 
requirements:  they  had  to  cover  Medicare  Part  A  and  Part  B 
services;  the  actuarial  value  of  cost  sharing  was  limited:  and 
extra  benefits  had  to  be  included  to  make  up  the  difference 
between  expected  Medicare  payments  and  costs.  For  non- 
Medicare  services,  however,  plans  could  define  the  benefits 
they  wished  to  offer.  For  example,  for  outpatient  drug 
coverage,  plans  could  impose  a  total  spending  limit,  only 
cover  drugs  on  the  plan's  formulary,  or  require  any  copay  they 
wished.  This  flexibility  sometimes  made  it  difficult  to  compare 
the  packages  being  offered.  On  the  other  hand,  plans  had  few 
constraints  on  developing  innovative  benefit  designs. 

In  distributing  information  about  benefits  in  Medicare+ Choice 
plans,  HCFA  may  consider  options  that  would  make  it  easier 
for  beneficiaries  to  compare  offerings.  HCFA  could  standard- 
ize the  language  used  to  describe  a  particular  benefit.  At 
present,  such  standardization  of  terms  is  included  in  guidelines 
but  not  required.  A  more  restrictive  alternative  to  standardized 
descriptions  would  be  standardized  individual  benefits.  An 
approach  that  might  require  statutory  change  would  be  to 
develop  a  limited  number  of  standardized  benefit  packages 
that  can  be  marketed  as  is  the  case  in  the  Medigap  market. 


Financing 

The  experience  of  large  employers  in  providing  information 
to  employees  and  retirees  suggests  diat  educating  retirees  is 
expensive.  Private  employers  report  diat  educating  retirees 
requires  considerably  more  time  and  resources  than  active 
workers.  When  using  telephone  hotlines,  for  example,  retirees 
typically  spend  far  more  time  asking  questions — both  because 
they  are  less  familiar  with  newer  benefit  options  and  because 
they  have  more  time  to  devote  to  making  inquiries.  One 
corporate  benefits  manager  offered  a  rough  estimate  that  the 
company  spends  $75  per  retiree  annually  to  provide  materials 
and  counseling. 

To  help  f  inance  the  costs  of  beneficiary  enrollment  and  dis- 
semination of  information  for  Medicare+Choice,  the  BBA 
authorized  a  user  fee  to  be  assessed  on  plans,  which  would 
have  resulted  in  $200  million  for  1998. 12  However,  in  fiscal 
year  1998,  the  Congress  appropriated  $95  million  to  be 
collected  in  user  fees  for  this  purpose,  less  than  half  the 
amount  authorized.  As  a  point  of  comparison,  the  $95  million 
represents  $2.50  per  Medicare  beneficiary.  A  substantial 
portion  of  this  sum  would  be  expended  simply  on  the  cost 
of  mailing  materials  to  beneficiaries.  For  Medicare,  die  cost 
of  mailing  the  Medicare  handbook  to  all  beneficiaries  will 
be  $45  million  in  1998  (Hash  1998).  Another  $45  million 
will  be  used  for  the  toll-free  call  center.  About  $24  million 
will  support  all  other  activities. 

Designing  effective  ways  to  communicate  and  disseminate  this 
information  requires  significant  resources,  and  the  user  fee 
was  offered  by  the  Congress  as  one  means  of  extending  the 
resources  available  to  HCFA  for  this  assignment.  Healdi  plans 
have  lobbied  for  reduction  of  these  fees,  claiming  that  they 
amount  to  a  reduction  in  total  payments  to  the  plans  and  that 
the  government,  not  the  plans,  should  bear  the  cost.  Plans 
argue  that  they  are  simultaneously  conf  ronting  reductions  in 
payments  because  of  other  provisions  in  the  BBA. 
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Appendix 


Comparison  of  Solvency  Standards:  NAIC  Model  HMO  Act  and  PSO  Rulemaking 


Standard 


NAIC  Model  HMO  Act 


PSO  Requirements 


Initial  Stage 
Minimum  net  worth 


Tangible  health  care  delivery 
assets  calculation 

Intangible  assets  calculation 


Other  assets  calculation 
Financial  plan 


Liquidity 


$1.5  million. 


Does  not  address. 


Does  not  address. 


Does  not  address. 

Entity  submits  financial  feasibility  plan:  enrollment 
projections,  premium  rate  methodology,  financial 
projections,  and  statement  of  funding  sources.  Entity 
also  submits  audited  financial  statements. 


Does  not  directly  address. 

(But  see  requirements  for  Financial  Plan  above.! 


$1 .5  million  (half  in  cash  or  equivalents;  HCFA  can 
lower  total  to  $1  million). 

Admit  100  percent  of  GAAP  depreciated  value  of  health  care  delivery 
assets  on  entity  balance  sheet 

If  at  least  $1  million  in  cash  or  equivalents,  PSO  can  count  GAAP  value 
of  intangible  assets  to  20  percent  of  required  net  worth.  If  less  than 
$1  million  in  cash  or  equivalents  (or  PSO  subject  to  lowered  net  worth 
requirements),  PSO  can  count  GAAP  value  of  intangible  assets  to 
10  percent  of  required  net  worth. 

Statutory  accounting  principles  apply. 

Plan  covers  the  first  12  months  of  operation.  If  losses  projected,  plan 
covers  period  through  12  months  beyond  projected  break-even.  Plan 
includes:  detailed  marketing  plan,  statements  of  revenue  and  expense 
on  an  accrual  basis,  cash  flow  statement,  balance  sheets,  assumptions 
supporting  financial  plan,  and  availability  of  financial  resources  to  meet 
projected  losses. 

PSO  has  sufficient  cash  flow  to  meet  obligations  when  due.  To  determine 
PSO  compliance,  HCFA  considers:  (a)  timeliness  of  payment,  (b)  current 
ratio  maintained  at  1:1,  (c)  changes  in  current  ratio,  and  (d)  availability  of 
outside  resources. 


Deposit  requirements 


$300,000;  counts  towards  net  worth. 
(State  may  reduce  or  eliminate.) 


$100,000;  counts  towards  net  worth 

(for  administrative  costs  in  the  event  of  insolvency). 


Ongoing 

Minimum  net  worth 


Calculating  assets 


Calculating  liabilities 

Reliance  on  risk-based  capital 
Financial  plan 


(1 )  $1  million;  or  (2)  2  percent  of  annual  premium  revenues 
on  the  first  $150  million  of  premium  and  1  percent  of  annual 
premium  on  the  premium  in  excess  of  $150  million;  or  (3) 
the  sum  of  3  months'  health  care  expenditures;  or  (4)  the 
sum  of  (a)  8  percent  of  annual  health  care  expenditures 
except  those  paid  on  a  capitated  or  managed  hospital 
payment  basis  and  (b)  4  percent  of  annual  hospital 
expenditures  paid  on  a  managed  hospital  payment  basis. 

Does  not  address. 


Includes  unearned  premiums  and  payment  of  incurred  health 
care  claims,  reported  or  unreported,  that  are  unpaid  and  for 
which  the  organization  is  or  may  be  liable,  and  for  adjust- 
ment or  settlement  of  those  claims. 

Does  not  separately  address  (under  development) 


Does  not  directly  address 

(but  general  annual  report  required). 


(1 )  $1  million;  or  (2)  2  percent  of  annual  premium  revenues  on  the  first 
$150  million  of  premium  and  1  percent  of  annual  premium  in  excess  of 
$150  million;  or  (3)  the  sum  of  3  months'  health  care  expenditures; 
or  (4)  an  amount  equal  to  the  sum  of:  (a)  8  percent  of  annual  health  care 
expenditures  paid  on  a  non-capitated  basis  to  non-affiliated  providers  and 
(b)  4  percent  of  annual  health  care  expenditures  paid  on  a  capitated  basis 
to  non-affiliated  providers  plus  annual  health  care  expenditures  paid  on  a 
non-capitated  basis  to  affiliated  providers. 

Same  as  for  initial  stage,  except  for  intangible  assets.  Intangible  assets 
can  account  for  up  to  20  percent  of  net  worth  if  entity  has  the  greater 
of  $1  million  or  67  percent  of  ongoing  minimum  net  worth  requirement 
in  cash  or  equivalents.  If  entity  has  less,  intangible  assets  can  count  to 
10  percent  of  minimum  net  worth. 

Fully  subordinated  debt  or  subordinated  liabilities  not  included. 
(Subordinated  liabilities  are  claims  liabilities  otherwise  due  to  providers 
that  are  retained  by  the  PSO  to  meet  net  worth  requirements  and  are 
fully  subordinated  to  all  creditors.) 

HCFA  to  consider  adding  the  risk-based  capital  factor  to  ongoing  net 
worth  requirements. 

During  start-up,  pre-break-even  financial  plan  requirements  apply 
(see  above).  After  break-even,  financial  plan  focuses  on  cash  needs 
and  financing  for  next  3  years. 
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Appendix  (Continued) 


Comparison  of  Solvency  Standards:  NAIC  Model  HMO  Act  and  PSO  Rulemaking 


Standard 


NAIC  Model  HMO  Act 


PSO  Requirements 


Initial  Stage 
Financial  indicators 


Entity  annually  submits  audited  financial  statements. 


PSO  files  orange  blank  form  on  quarterly  basis  until  breakeven; 
on  annual  basis  thereafter. 


jquidity 


Does  not  directly  address  (but  general  annual  report  and 
submission  of  audited  financial  statements  required). 


PSO  has  sufficient  cash  flow  to  meet  obligations  when  due, 
based  on  same  liquidity  factors  that  apply  during  initial  phase. 


Insolvency 

Regulatory  intervention: 
uncovered  expenditures 


Regulatory  intervention: 
liquidity 

Hold  harmless 


Continuation  of  coverage 
requirements 


If  uncovered  health  care  expenditures  exceed  10  percent 
of  total,  entity  deposits  with  state  120  percent  of  HMO's 
outstanding  liability  for  uncovered  expenditures,  including 
IBNR  claims. 

Ooes  not  address. 


Contracts  between  HMOs  and  participating  providers 
state  that  enrollee  not  be  liable  in  the  event  of  HMO 
nonpayment. 


HMO  files  insolvency  plan,  allowing  for  continuation 
of  benefits  during  contract  period  for  which  premiums 
have  been  paid.  State  may  require:  (1)  insurance  to  cover 
continued  benefits,  (2)  provider  contracts  to  obligate 
provider  to  provide  services  during  the  contract  period, 
(3)  insolvency  reserves,  (4)  acceptable  letters  of  credit- 
or (5)  other  arrangements. 


If  uncovered  health  care  expenditures  exceed  10  percent  of  total, 
entity  deposits  with  HCFA  120  percent  of  the  PSO's  outstanding 
liability  for  uncovered  expenditures,  including  IBNR  claims. 

HCFA  may  require  corrective  action  if  PSO  fails  to  pay  obligations 
when  due;  or  the  current  ratio  changes.  If  outside  resources  change, 
PSO  obtains  alternative  funding. 

PSOs  subject  to  same  hold  harmless  rules  as  other  Medicare+Choice 
contractors,  to  be  published  in  regulations  due  June  1998. 
(BBA  requires  that  solvency  standards  protect  beneficiaries  from 
liability  if  PSO  becomes  insolvent.) 

PSOs  subject  to  the  same  continuation  of  coverage  rules  as  other 
Medicare+Choice  contractors,  to  be  published  in  regulations 
due  June  1998. 


Insolvency  deposit 


(See  above— Initial  Stage— S300.000.) 


(See  above— Initial  Stage— $100,000.) 


A/07EThe  current  ratio  is  the  ratio  of  an  entity's  current  assets  to  current  liabilities.  GAAP=generally  accepted  accounting  principles.  IBNR=lncurred  but  not  reported. 
NAIC  =  National  Association  of  Insurance  Commissioners.  HMO  =  health  maintenance  organization.  PSO  =  provider-sponsored  organization.  HCFA  =  Health  Care  Financing 
Administration.  BBA  =  Balanced  Budget  Act  of  1997. 

SOURCE:  Medicare  Payment  Advisory  Commission  comparison  of  NAIC  Health  Maintenance  Organization  Model  Act  and  March  5,  1998  Committee  Statement  of  the  Negotiated 
Rulemaking  Committee  on  PSO  Solvency  Standards. 
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Chapter  3 


Protecting  Consumers  and 
Monitoring  and  Improving 
Quality  of  Care 


Chapter  3 


Protecting  Consumers  and 
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Consumer  protection  and  quality  of  care  present  important  and  controversial 
issues  for  Medicare  as  the  program  undergoes  major  changes  in  the  next  few 
years.  The  President's  Advisory  Commission  on  Consumer  Protection  and 
Quality  in  the  Health  Care  Industry  (the  Quality  Commission)  recently  issued 
consensus  recommendations  in  these  areas  for  the  health  care  system  as  a 
whole.  This  chapter  describes  these  recommendations  and  how  they  relate 
*  i  Mi  dii  are,  Specifically,  it  identifies  consumer  rights  and  (jualitv  issues  that 
policymakers  should  consider  as  they  implement  the  new  Medicare+ Choice 
program  and  seek  to  improv  e  traditional  Medicare.  In  the  coming  months, 
the  Medicare  Payment  Advisory  Commission  (MedPAC)  will  focus  its  agenda 
on  the  issues  it  believes  most  important  for  the  program,  using  the  Quality 
Commission's  work  as  a  starting  point. 


Quality  and  consumer  rights  overlap  many  of  the  specific 
areas  under  MedPAC  s  purview,  from  appropriateness  of 
payment  levels  to  care  provided  to  terminally  ill  patients. 
The  changes  to  Medicare  required  under  the  Balanced  Budget 
Act  of  1997  have  made  quality  and  consumer  protection  issues 
even  more  salient.  Any  of  these  changes  could  impact  benefi- 
ciaries* access  to  care  and  the  quality  of  the  care  received. 
Together,  they  will  require  an  extensive,  coordinated  monitor- 
ing effort  to  ensure  that  access  and  quality  are  maintained  and 
improved.  Beneficiarv  protections  must  be  in  place  to  address 
problems  that  arise.  Given  the  earl)'  status  of  these  various 
changes,  MedPAC  is  currently  identifying  Medicare  quality 
and  consumer  protection  issues  that  need  to  be  monitored 
and  addressed. 

CONTEXT  FOR  THE  QUALITY  COMMISSION'S 
DELIBERATIONS 

There  is  widespread  debate  about  quality  of  care  and  consumer 
rights  in  the  health  care  system.  Concerns  seem  to  have  been 


triggered  primarily  by  the  controls  on  care  employed  by 
managed  care  plans,  although  most  of  the  important  issues 
raised  apply  to  fee-for-service  care  as  well.  All  consumers  are 
interested  in  having  their  personal  medical  information  kept 
confidential,  for  example,  and  the  criteria  and  procedures 
used  for  defining  treatments  as  experimental  are  important  to 
people  with  both  types  of  coverage.  Everyone  wants  to  receive 
high-quality  care,  but  studies  show  deficiencies  in  both  man- 
aged care  and  fee-for-service  (Miller  and  Luft  1997).  While 
consumers  may  have  freer  choice  of  providers  under  fee-for- 
service  coverage,  this  does  not  protect  them  from  all  potential 
vulnerabilities.  The  Quality'  Commission  found  that  quality 
problems  were  not  unique  to  any  particular  type  of  health  care 
financing  or  delivery  arrangement  (Quality  Commission  1998). 

A  variety  of  entities  have  begun  to  address  consumer  protec- 
tion concerns.  Bills  have  been  introduced  in  the  Congress 
that  address  various  aspects  of  consumer  protection  and 
quality  issues.  State  lawmakers  have  made  efforts  to  enact 
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consumer  protection  laws,  addressing  issues  such  as  confiden- 
tiality, access  to  care,  and  appeals  procedures.  Consumer 
organizations,  health  care  providers,  and  other  professionals 
have  also  attempted  to  move  the  debate  forward.  Some  of 
these  groups  have  issued  principles  of  consumer  protection 
that  they  believe  should  apply  to  all  individuals  enrolled  in 
health  plans.  In  September  1997,  for  example,  a  coalition  of 
three  large  health  maintenance  organizations  (HMO)  and  two 
consumer  groups  issued  a  preliminary  statement  of  principles 
for  consumer  protection.'  The  American  Medical  Association 
(AMA)  and  the  American  Hospital  Association  (AHA)  have 
issued  a  joint  proposal  on  standardized  health  plan  information 
that  should  be  available  to  consumers  (AMA  1998). 

To  establish  some  national  consensus  in  this  area,  President 
Clinton  created  the  Quality  Commission.  It  was  directed 
to  review  the  state  of  available  consumer  information  and 
protections,  including  the  measurement  of  health  care  quality, 
and  make  recommendations  for  the  improvement  of  such 
protections  and  quality.  The  group  was  co-chaired  by  the 
Secretaries  of  the  Department  of  Health  and  Human  Services 
(DHHS)  and  the  Department  of  Labor,  and  comprised  32 
individuals  representing  consumers,  providers  and  other  health 
care  professionals,  insurers  and  purchasers,  state  and  local 
government  representatives,  and  experts  in  health  care  quality, 
financing,  and  administration. 

The  Quality  Commission  heard  expert  testimony  and  reviewed 
research  on  the  wide  variety  of  issues  involved  in  monitoring 
and  assessing  quality  and  protecting  patient  rights.  It  issued 
a  Consumer  Bill  of  Rights  and  Responsibilities  in  November 
1997  and  released  its  final  qualitv-focused  report  in  March 
1998. 

CONSUMER  RIGHTS 

The  Consumer  Bill  of  Rights  and  Responsibilities  (the  Bill  of 
Rights)  identifies  seven  general  categories  of  consumer  health 
care  rights,  as  well  as  responsibilities  that  consumers  should  be 
expected  to  meet  (see  Table  3-1)/  In  the  Bill  of  Rights,  the 
Quality  Commission  recognized  a  broad  range  of  rights  needed 
to  respond  to  consumers'  vulnerabilities  in  the  health  care 
arena.  As  a  whole,  the  Bill  of  Rights  asserts  consumers'  right  to 
be  fully  informed  about  the  nature  of  their  relationship  with  a 
health  plan,  the  providers  and  facilities  that  furnish  care,  and 
the  rules  that  govern  coverage  and  payment.  Consumers  have 
the  right  to  seek  review  of  coverage  and  payment  denials  as 


well  as  other  issues,  such  as  problems  widi  waiting  times  or 
health  care  personnel.  More  specific  protections  include 
access  to  emergency  services  under  the  prudent  lavperson 
standard  and  direct  access  to  specialty  providers  under  certain 
circumstances. 

In  addition,  the  Bill  of  Rights  includes  a  section  on  consumer 
responsibilities,  which  describes  behaviors  that  consumers 
should  be  expected  to  follow  to  assume  a  level  of  responsibility 
for  their  own  health.  The  Quality  Commission  stated  that 
consumers  who  take  responsibility  for  maximizing  healthy 
habits,  work  cooperatively  with  their  health  care  providers, 
and  try  to  understand  the  rules  of  their  health  care  coverage 
will  themselves  support  improvements  in  the  quality  of  the 
health  care  they  receive. 

Several  issues  were  debated  over  the  course  of  the  Quality 
Commission's  deliberations  on  the  Bill  of  Rights,  but  remained 
unresolved.  These  included  the  need  for  consumer  ombuds- 
men, whether  to  standardize  plan  benefits,  and  the  best  way 
to  implement  the  recommended  consumer  protections.  The 
Quality  Commission's  concerns  with  these  proposals  focused 
on  the  costs  of  implementation  and  the  potential  effects 
that  a  rise  in  costs  could  have  on  the  availability  of  coverage. 
In  addition,  standardization  of  benefits,  while  facilitating 
consumer  comparisons  of  options,  could  interfere  with  the 
plans'  ability  to  create  innovative  products  and  respond  to 
market  forces.  Other  concerns  were  the  burden  of  government 
intervention  and  die  cost  of  legislated  protections. 

Many  of  the  rights  the  Bill  of  Rights  would  guarantee  are 
already  generally  assured  for  Medicare  beneficiaries  enrolled 
in  both  managed  care  and  fee-for-service  arrangements, 
though  not  always  to  the  level  of  detail  specified  by  the 
Quality  Commission.  However,  a  rights  establishment  under 
Medicare — whether  by  statute,  regulation,  or  policy — does  not 
guarantee  it  in  practice.  Soon  after  the  issuance  of  the  Bill  of 
Rights,  the  President  directed  all  federal  health  programs, 
including  Medicare,  to  implement  the  identified  rights  to  the 
extent  possible  under  existing  statutory  authority.  Given  the 
pending  implementation  of  the  Medicare+ Choice  program 
and  other  program  payment  and  delivery  changes,  as  well  as 
uncertainty  about  Medicare's  current  and  future  compliance 
with  the  Bill  of  Rights,  this  section  briefly  reviews  the  Quality 
Commission's  comprehensive  goals  for  protection  of  con- 
sumers in  their  health  care  purchases.  As  it  becomes  clearer 
how  much  of  the  Bill  of  Rights  can  be  implemented  by  the 


1  The  HMOs  involved  were  Group  Health  Cooperative  of  Puget  Sound,  HIP  Health  Plans,  and  Kaiser  Permanente.  The  two  consumer 
groups  were  the  American  Association  of  Retired  Persons  and  Families  USA.  The  coalition  stated  its  intent  that  the  eighteen 
principles  be  incorporated  into  legally  enforceable  national  standards  and  indicated  that  the  principles  were  preliminary  because 

of  ongoing  discussions  on  a  number  of  additional  issues. 

2  This  chapter  presents  an  overview  of  the  Consumer  Bill  of  Rights  and  Responsibilities.  For  more  detailed  information,  please  refer 
to  the  complete  document. 
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Health  Care  Financing  Administration  (.HCFA)  under  existing 
regulatory  authority,  an  important  issue  for  the  Congress 
will  be  whether  to  extend  legislative  protections  for  Medicare 
to  encompass  more  fullv  the  recommendations  in  die  Bill 
of  Rights. 

Information 

Currendv.  Medicare  beneficiaries  receive  information  about 
the  scope  of  covered  services  and  other  general  topics  in  the 
Medicare  Handbook,  which  is  issued  on  an  annual  basis. 
Managed  care  contractors  are  required  to  provide  beneficiaries 
with  descriptions  of  their  plan's  benefits,  rules,  procedures,  fees 
and  other  charges,  and  other  information  necessarv  to  enable 
the  beneficiarv  to  make  an  informed  decision  on  plan  enroll- 
ment.3 These  materials  must  be  submitted  to  HCFA  for  re\ie\v 
prior  to  distribution  to  beneficiaries.  Nonetheless.  Medicare 
beneficiaries  do  not  have  easy  access  to  the  range  of  informa- 
tion called  for  under  the  Bill  of  Rights.  For  example,  it  is  not 
clear  that  beneficiaries  enrolled  in  managed  care  plans  can  get 
information  on  provider  and  facility  certification  and  licensing. 
There  is  evidence  that  enrollees  may  have  problems  accessing 
even  a  basic  list  of  participating  providers.  Further,  materials 
describing  benefits  available  to  beneficiaries  from  managed 
care  contractors  are  not  required  to  be  in  comparable  formats, 
making  it  difficult  for  beneficiaries  to  compare  benefits  across 
plans  (Special  Committee  on  Aging  1997). 

The  distribution  of  information  also  presents  challenges. 
For  managed  care  enrollees.  it  is  generally  assumed  that  the 
managed  care  entity  will  be  responsible  for  making  informa- 
tion available.  Under  Medicare+Choice,  the  Secretary  and 
the  plans  share  this  responsibility.  Information  on  covered 
benefits,  participating  providers  and  other  issues,  however,  is 
equally  relevant  to  beneficiaries  in  the  fee-for-service  program. 
Who  should  provide  this  information  to  fee-for-senice  benefi- 
ciaries? Should  individual  providers,  facilities,  and  practitioners 
be  held  responsible  for  this?  If  so,  would  this  require  an  unre- 
alistic effort  by  the  beneficiarv-  to  collect  information  on  the 
range  of  individuals  and  entities  that  may  provide  them  with 
health  care  services  under  the  fee-for-service  program?  Should 
HCFA  collect  such  information  and  provide  it  to  beneficiaries, 
or  should  it  be  made  available  only  upon  beneficiary  request? 
These  are  only  some  of  the  questions  that  need  to  be 
addressed  in  requiring  that  such  information  be  provided. 

3  42  C  FR  §  417.428  (1997). 


Bevond  die  process  by  which  information  is  distributed,  policy 
makers  must  decide  how  it  should  be  presented.  Information 
must  be  accessible  to  beneficiaries  and  provide  a  reasonable 
but  not  overwhelming  amount  of  detail.  Beneficiaries  should 
be  able  to  use  information  to  compare  managed  care  plans. 
Policy  makers  may  want  to  standardize  or  develop  guidelines 
for  the  format  of  such  information. 

Participation  in  Treatment  Decisions 

The  beneficiary's  right  to  participate  fully  in  treatment  deci- 
sions, called  for  in  die  Bill  of  Rights,  is  protected  by  Medicare 
dirough  several  mechanisms,  including  the  right  to  learn  about 
advance  directives,  HCFAs  regulation  of  provider  incentive 
arrangements,  and  prohibitions  on  so-called  gag  clauses.4 
The  latter  two  mechanisms  only  apply  to  managed  care. 
Because  tiiis  right  goes  to  the  core  of  die  physician -patient 
relationship,  there  are  questions  as  to  whedier  it  could  be 
fully  enforced  by  statute  or  regulation  (Katz  1984).  The  federal 
government  could  encourage  the  realization  of  this  right  by 
other  means,  such  as  by  supporting  the  development  and  use 
of  practice  guidelines  that  incorporate  patient  participation  in 
treatment  decisions. 

Access  and  Choice 

Medicare  beneficiaries  are  free  to  choose  providers  under  die 
fee-for-service  program.  Under  both  the  current  risk  program 
and  Medicare+Choice,  most  beneficiaries  may  select  from 
among  the  plans  available  in  their  service  area.  Plans  must 
meet  access  standards  to  participate  in  the  risk  program  and 
in  Medicare+Choice,  although  HCFA  has  no  specific  require- 
ments regarding  how  plans  manage  care.  Participating  plans 
are  merely  required  to  make  services  available  and  accessible 
with  reasonable  promptness  and  in  a  manner  that  assures 
continuity  of  care.5 

Medicare  managed  care  enrollees'  access  to  and  choice  of 
providers  is  not  protected  to  the  extent  recommended  in  the 
Bill  of  Rights.  The  Bill  of  Rights  calls  for  direct  patient  access 
to  a  variety  of  providers,  including  providers  of  women's  health 
services  and  specialists  for  certain  enrollees.  Also  considered  a 
protected  right  is  access  to  transitional  care,  which  would  allow 
beneficiaries  with  chronic  or  disabling  conditions  to  continue 


'  The  General  Accounting  Office  (GAO)  recently  issued  a  report  on  gag  clauses,  finding  no  explicit  gag  clauses  in  the  sample 
of  contracts  it  reviewed.  Moreover,  where  there  was  language  that  physicians  could  interpret  as  limiting  communications  about 
treatment  options,  GAO  often  found  anti-gag  clauses,  indicating  that  such  language  was  not  meant  to  restrict  the  medical  advice 
given  to  patients  (GAO  1997).  Nonetheless,  some  believe  that  other  types  of  contractual  provisions  can  constrain  physicians' 
ability  to  speak  freely  with  patients  about  treatment  options  (Pretzer  1998). 

5  See  sections  1 852(dH1  HA)  and  1 876(c)(4)(A)  of  the  Social  Security  Act,  applying  to  Medicare+Choice  plans  and  risk  plans, 
respectively. 
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Table  3-1 


Consumer  Rights  and  Responsibilities  Recommended  by  the  President's  Advisory  Commission  on  Consumer 
Protection  and  Quality  in  the  Health  Care  Industry,  November  1997 


Statement  of  Right/Responsibility  Summary  of  Included  Protections 


Information  —  Consumers  have  the  right  to  receive  accurate,  easily  understood 
information,  and  some  require  assistance  in  making  informed  health  care  decisions 
about  their  health  plans,  professionals,  and  facilities. 


Consumers  have  the  right  to  receive  information  about: 

•  covered  benefits  and  cost  sharing, 

•  licensure,  certification,  and  accreditation  status  for  plans, 
professionals,  and  facilities; 

•  measures  of  quality  and  consumer  satisfaction; 

•  provider  network  composition; 

•  rules  relating  to  access  to  specialists  and  emergency  services;  and 

•  care  management  information,  including  preauthorization  rules  and 
utilization  review  procedures. 


Participation  in  Treatment  Decisions  —  Consumers  have  the  right  and  responsibility 
to  participate  fully  in  all  decisions  related  to  their  health  care.  Consumers  who  are 
unable  to  participate  fully  in  treatment  decisions  have  the  right  to  be  represented  by 
parents,  guardians,  family  members,  or  other  conservators. 


•  Patients  have  the  right  to  receive  easily  understood  information  and  to  decide 
among  treatment  options  consistent  with  the  informed  consent  process. 

•  They  and  their  designated  family  members  have  the  right  to  know  about  the  use  of 
advance  directives,  both  living  wills  and  durable  powers  of  attorney  for  health  care. 

•  Patients  have  the  right  to  know  about  those  factors  such  as  methods  of  compensa- 
tion, ownership  of  or  interest  in  health  care  facilities,  or  matters  of  conscience 
that  could  influence  medical  advice  or  treatment  decisions. 


•  They  have  the  right  to  be  treated  by  health  care  providers  who  are  not  subject 
to  "gag  clauses"  or  other  contractual  mechanisms  that  restrict  providers'  ability 
to  communicate  with  and  advise  patients  about  medically  necessary  treatment 

options. 


Access/Choice  —  Consumers  have  the  right  to  a  choice  of  health  care  providers  that  Consumers  have  the  right  to: 

is  sufficient  to  ensure  access  to  appropriate  high  quality  health  care.  •  have  access  to  sufficient  numbers  of  providers  without  unreasonable  delay; 

»  choose  a  qualified  provider  for  provision  of  routine  and  preventive  women's 
health  care  services; 

•  have  direct  access  to  specialists  for  persons  with  complex  or  serious 
medical  conditions  who  require  frequent  specialty  care;  and 

•  have  continued  access  to  a  nonparticipating  specialty  provider  if  they 
have  a  chronic  or  disabling  condition  and  are  involuntarily  required  to 
change  plans  or  providers. 


Emergency  Services  —  Consumers  have  the  right  to  access  emergency  health 
care  services  when  and  where  the  need  arises.  Health  plans  should  provide 
payment  when  a  consumer  presents  to  an  emergency  department  with  acute 
symptoms  of  sufficient  severity  including  severe  pain  such  that  a  "prudent 
layperson"  could  reasonably  expect  the  absence  of  medical  attention  to  result 
in  placing  that  consumer's  health  in  serious  jeopardy,  serious  impairment  to 
bodily  functions,  or  serious  dysfunction  of  any  bodily  organ  or  part. 


Emergency  services  should  be  available  24  hours  a  day,  7  days  a  week. 
Health  plans  should  educate  their  members  about  the  availability,  location, 
and  appropriate  use  of  emergency  and  other  medical  services  and  cost-sharing 
provisions  for  emergency  services. 

Health  plans  should  cover  emergency  services  both  in  network  and  out  of  network 
without  prior  authorization  consistent  with  the  prudent  layperson  standard. 
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Table  3-1  (continued) 


Consumer  Rights  Identified  by  the  President's  Advisory  Commission  on  Consumer  Protection  and  Quality  in  the 
Health  Care  Industry,  November  1997 


Statement  of  Right/Responsibility  Summary  of  Included  Protections 

Nondiscrimination  —  Consumers  have  the  right  to  nondiscriminatory  treatment  •  Consumers  have  the  right  to  considerate,  respectful  care  from  all  members 

in  the  marketing,  enrollment,  and  delivery  of  health  care  services.  of  the  health  care  system  at  all  times  and  under  all  circumstances. 

•  An  environment  of  mutual  respect  is  essential  to  maintain  a  quality  health 
care  system. 

•  Consumers  must  not  be  discriminated  against  in  the  delivery  of  health  care 
services  consistent  with  the  benefits  covered  in  their  policy  or  as  required  by 
law  based  on  race,  ethnicity,  national  origin,  religion,  sex,  age,  mental  or  physical 
disability,  sexual  orientation,  genetic  information,  or  source  of  payment. 

•  Consumers  who  are  eligible  for  coverage  under  the  terms  and  conditions  of  a 
health  plan  or  program  or  as  required  by  law  must  not  be  discriminated  against 
in  marketing  and  enrollment  practices  based  on  race,  ethnicity,  national  origin, 
religion,  sex,  age,  mental  or  physical  disability,  sexual  orientation,  genetic 
information,  or  source  of  payment. 


Internal  appeals  systems  should  include: 

•  timely  written  notification  of  coverage  decisions  and  decisions  to  reduce  or 
terminate  services  or  deny  payment,  including  an  explanation  of  the  underlying 
reasons  and  appeals  mechanisms; 

•  timely  resolution  of  all  appeals  with  expedited  consideration  for  decisions 
involving  emergency  or  urgent  care;  and 

•  claims  review  processes  conducted  by  health  care  professionals  who  are 
appropriately  credentialed  with  respect  to  the  treatment  involved,  who  were 
not  involved  in  the  initial  decision. 


•  With  few  exceptions,  individually  identifiable  health  care  information  should  only 
be  disclosed  for  health  purposes,  including  the  provision  of  health  care,  payment 
for  services,  peer  review,  health  promotion,  disease  management,  and  quality 
assurance. 

•  Disclosure  of  individually  identifiable  health  care  information  without  written 
consent  should  be  permitted  in  very  limited  circumstances  where  there  is  a  clear 
legal  basis  for  doing  so,  including:  medical  or  health  care  research  for  which  a 
institutional  review  board  has  determined  anonymous  records  will  not  suffice, 
investigation  of  health  care  fraud,  and  public  health  reporting. 


Recommended  responsibilities  include: 

•  take  responsibility  for  maximizing  healthy  habits; 

•  become  involved  in  specific  health  care  decisions; 

•  disclose  relevant  information  and  clearly  communicate  wants  and  needs; 

•  work  collaboratively  with  providers  in  developing  and  carrying  out  treatment  plans; 

•  use  the  plan's  internal  complaint  and  appeal  processes  to  address  concerns  that 
may  arise; 

•  avoid  knowingly  spreading  disease; 

•  recognize  the  risks  and  limits  of  the  science  of  medical  care  and  the  human 
fallibility  of  health  care  professionals; 

•  be  aware  of  a  health  care  provider's  obligation  to  be  reasonably  efficient 
and  equitable  in  providing  care  to  other  patients  and  the  community; 

•  become  knowledgeable  about  the  health  plan's  coverage  and  plan  options;  and 

•  show  respect  for  other  patients  and  health  workers. 

SOURCE:  Consumer  Bill  of  Rights  and  Responsibilities:  Report  to  the  President  of  the  United  States.  Advisory  Commission  on  Consumer  Protection  and  Quality  in  the  Health  Care 
Industry,  November  1997. 


Dispute  Resolution  —  All  consumers  have  the  right  to  a  fair  and  efficient  process 
for  resolving  differences  with  their  health  plans,  health  care  providers,  and  the 
institutions  that  serve  them,  including  a  rigorous  system  of  internal  review  and 
an  independent  system  of  external  review. 


Confidentiality  —  Consumers  have  the  right  to  communicate  with  health  care 
providers  in  confidence  and  to  have  the  confidentiality  of  their  individually  identifi- 
able health  care  information  protected.  Consumers  also  have  the  right  to  review 
and  copy  their  own  medical  records  and  request  amendments  to  their  records. 


Consumer  Responsibilities  —  In  a  health  care  system  that  protects  consumers' 
rights,  it  is  reasonable  to  expect  and  encourage  consumers  to  assume  reasonable 
responsibilities  to  help  increase  the  likelihood  of  achieving  the  best  outcomes 
and  support  a  quality  improvement,  cost  conscious  environment. 
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seeing  their  provider  for  a  specified  length  of  time  in  the  event 
they  are  involuntarily  required  to  change  plans  or  providers.6 
It  is  unclear  whether  HCFA  has  sufficient  legal  authority  to 
require  plans  to  allow  direct  access  to  certain  providers  or 
access  to  transitional  care,  as  called  for  by  the  Quality 
Commission. 

Emergency  Services 

Access  to  emergency  services  under  the  prudent  layperson 
standard  appears  to  be  protected  for  Medicare  beneficiaries. 
This  standard  holds  that  a  plan  should  provide  payment  for 
out-of-network  services  sought  by  a  beneficiary  where  a  pru- 
dent layperson  could  reasonably  expect  that  failure  to  seek 
medical  attention  could  place  his  or  her  health  in  jeopardy, 
regardless  of  whether  the  incident  was  later  judged  to  be  a 
true  medical  emergency.  Such  protections  are  only  relevant 
for  managed  care.  The  prudent  layperson  standard  is  codified 
in  the  Medicare + Choice  authorizing  legislation.7 

Nondiscrimination 

Protection  against  discrimination  is  more  explicit  under 
the  Medicare  managed  care  program  than  under  Medicare 
fee-for-service.  The  Social  Security  Act  requires  that 
beneficiaries  be  protected  from  discrimination  on  the  basis 
of  health  status  under  both  the  Medicare  risk  program  and  the 
Medicare+Choice  program.8  Moreover,  under  both  programs, 
plans  are  required  to  enroll  all  eligible  individuals,  subject 
only  to  plan  capacity.  Beyond  these  express  requirements, 
plans  and  fee-for-service  providers  are  subject  to  federal 
anti-discrimination  laws  that  apply  to  entities  receiving 
federal  funds.  These  protections  are  not  as  broad  as  those 
identified  by  the  Quality  Commission,  however,  which  also 
include  protection  against  discrimination  on  the  basis  of 
sexual  orientation  and  source  of  payment. 

Dispute  Resolution 

The  Quality  Commission  asserted  consumers'  right  to  a 
fair  and  efficient  process  for  resolving  health  care  disputes, 
including  rigorous  internal  and  independent  external  review 


mechanisms.  As  with  other  rights  discussed  above,  Medicare 
beneficiaries  under  both  managed  care  and  fee-for-service 
enjoy  statutory  and  regulatory  protections  that  provide  for  die 
resolution  of  disputes  under  procedures  that  are  required  to 
be  implemented  in  a  timely  manner.  Still,  currently  defined 
grievance  and  appeals  procedures  do  not  meet  every  aspect 
of  the  Quality  Commission  s  recommendation. 

Confidentiality 

The  Bill  of  Bights  calls  for  the  protection  of  consumers'  right 
to  communicate  with  health  care  providers  in  confidence. 
Medicare,  both  fee-for-service  and  managed  care,  is  subject  to 
the  Federal  Privacy  Act,  which  requires  executive  agencies  to 
have  procedures  that  govern  the  release  of  personally  identifi- 
able information  contained  in  a  system  of  records.9  The  Act 
gives  individuals  the  right  to  request  a  copy  of  or  an  amend- 
ment to  the  records  held  by  an  agency.  It  also  restricts 
disclosure  of  such  records  without  consent  of  the  individual 
involved.  There  are,  however,  exceptions  under  which  infor- 
mation may  be  released,  including  for  the  routine  use  for 
which  the  information  was  collected.  Similar  protections  are 
expressly  required  of  Medicare+Choice  entities  under  the 
program's  authorizing  legislation." 

Despite  these  statutory  protections,  the  Quality  Commission's 
right  to  confidentiality  appears  to  be  broader  in  scope  than 
the  protections  available  under  Medicare.  For  the  Quality 
Commission,  protection  includes  verbal  communications 
between  providers  and  beneficiaries,  which  are  beyond  the 
focus  of  the  Federal  Privacy  Act.  In  discussing  die  rationale 
for  its  recommendation,  the  Quality  Commission  recognized 
the  patchwork  nature  of  current  privacy  protections  and 
encouraged  the  Congress  to  move  toward  the  establishment 
of  a  comprehensive  confidentiality  framework." 

QUALITY  OF  CARE 

Despite  the  U.S.  health  care  system's  reputation  for  excellence, 
the  Quality  Commission's  final  report  summarized  evidence 
(hat  quality  of  care  can  be  greatly  improved  in  both  managed 
care  and  fee-for-service  systems. 


6  Such  a  situation  could  arise,  for  example,  if  a  plan  withdrew  from  the  managed  care  program  or  a  provider  left  a  plan's  network. 

7  See  section  1852(d)(3)  of  the  Social  Security  Act.  The  prudent  layperson  standard  effectively  applies  to  the  current  Medicare 
risk  program,  pursuant  to  HCFA  Operational  Policy  Letter  95-5,  dated  3/27/95. 


8  See  sections  1852(b)(1)  and  1876(c)(3)(D)  of  the  Social  Security  Act.  A  recent  report  from  the  Office  of  the  Inspector  General 
indicates  that,  despite  this  protection,  many  enrollees  report  having  been  asked  about  health  status  at  application  (Office  of  the 
Inspector  General  1998). 

9  5  U.S.C.  section  552a.  See  also  HHS  implementing  regulations  at  45  C.F.R.  Part  5b. 
,0  Section  1852(h)  of  the  Social  Security  Act. 

"  Section  264  of  the  Health  Insurance  Portability  and  Accountability  Act  of  1996  requires  the  Secretary  of  DHHS  to  recommend 
privacy  standards  to  the  Congress,  and,  if  the  Congress  fails  to  enact  privacy  legislation  within  a  certain  time  frame,  to 
promulgate  regulations  to  protect  the  privacy  of  individually  identifiable  health  information. 
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The  Quality  Commission's  approach  to  improxing  quality  is 
straightforward.  It  begins  from  the  premise  that  quality  can 
be  assessed  and  improved  only  if  it  can  be  measured.  Despite 
great  advances  in  the  science  of  quality  assessment,  better 
measures  are  needed.  Moreover,  data  on  quality  must  permit 
comparisons  so  that  consumers,  group  purchasers.  proxiders, 
and  quality  oxersight  organizations  can  better  understand 
where  performance  should  be  improxed. 

The  Quality  Commission  emphasized  die  need  to  focus  and 
coordinate  efforts  for  the  improxement  of  quality.  Numerous 
public  and  pri\  ate  initiatixes  address  qualitx".  but  the  lack  of 
coordination  and  standardization  among  current  measures  and 
efforts  is  inefficient  and  hinders  progress  (Shaller  et  al.  1998). 
The  Quality  Commission  urged  the  establishment  of  two  nexv 
nonregulatorx  bodies:  one  to  set  national  aims  for  qualitx 
improxement  and  report  on  progress  toxxard  reaching  them, 
and  another  to  define  standardized  sets  of  core  quality  mea- 
sures for  all  sectors  of  the  health  care  system.  A  recurring 
theme  of  the  Quality  Commission  s  report  is  stimulating  and 
coordinating  prix  ate  sector  qualitx  activities  in  preference  to 
government  regulation. 

Another  part  of  the  Qualitx  Commission's  agenda  is  making 
quality  improxement  a  national  priority-.  All  sectors  of  the 
health  care  industry  hax  e  roles  to  plax  in  promoting  qualitx 
improvement.  According  to  the  Quality  Commission,  pur- 
chasers should  proxide  consumers  xxith  a  choice  of  plans, 
stimulate  qualitx  improxement,  and  risk  adjust  payments  by 
health  status.  Consumers  need  to  be  able  to  choose  health 
plans,  proxiders,  and  facilities  based  on  qualitx.  and  should  be 
inx  olx  ed  in  the  gox  emance  of  health  plans  and  quality  oversight 
organizations.  Proxiders  need  to  make  qualitx  improxement  a 
high  priority  in  their  job  responsibilities. 

The  remainder  of  this  section  describes  the  Qualitx 
Commission's  analysis  and  recommendations  in  greater  detail 
and  discusses  how  they  relate  to  Medicare.  Issues  are  identified 
for  the  attention  of  policy  makers  as  they  try  to  monitor  and 
improve  quality  in  the  Medicare  program. 

Current  State  of  Quality 

The  Quality  Commission  summarized  evidence  diat  the  high- 
quality  health  care  available  in  the  United  States  is  delivered 
inconsistently  to  consumers.  One  problem  is  the  underuse  of 
effective  treatment.  In  a  study  of  treatment  for  heart  attack, 
for  example,  only  21  percent  of  Medicare  patients  receix  ed  a 
beta-blocker  medication  known  to  improxe  survival  after  heart 
attack.  Those  xvho  received  the  medication  had  a  43  percent 
loxver  rate  of  mortality  than  those  xvho  did  not  (Soumerai  et  al. 
1997).  Care  for  chronic  conditions  could  also  be  improved. 


Diabetes  care  should  include  a  yearly  dilated  eye  examination 
and  a  blood  test  for  glvcosxiated  hemoglobin,  but  many 
patients  do  not  receix-e  diese  sendees.  A  study  of  Medicare 
patients  xxitii  diabetes  found  that  54  percent  had  not  receix  ed 
a  dilated  eye  examination,  while  84  percent  had  not  had  a  test 
for  glxcosxlated  hemoglobin  within  the  preceding  year  (Weiner 
et  al.  1995). 

Hoxx'ex  er.  ineffectix  e  care  and  die  use  of  services  for  which 
the  risks  are  greater  tiian  the  benefits  also  present  qualitx' 
problems.  A  recent  study  of  carotid  endarterectomy — an 
operation  to  remove  plaques  from  die  carotid  artery  to  prevent 
stroke — found  diat  only  one-diird  of  procedures  were  appro- 
priate, just  under  one-fifth  xx^ere  inappropriate,  and  half  xvere 
of  uncertain  clinical  value  (Wong  et  al.  1997).  Also,  rates  of 
health  care  procedures  vary  greatiy  among  different  locations, 
too  much  to  be  explained  bx'  differences  in  patients 
(Goldzxx'eig  et  al.  1997;  Wennberg  and  McAndrexv  1998). 

Another  quality  concern  is  die  relatively  high  error  rate  in  the 
delixery  of  health  care,  which  leads  to  a  significant  number  of 
patient  injuries  (Leape  1994).  A  landmark  study  in  New  York 
shoxved  that  elderly  patients  xvere  more  likely  than  others  to 
experience  injuries  from  healtii  care,  and  that  those  injuries 
were  more  likely  to  result  from  negligent  care  ( Harvard 
Medical  Practice  Study  Group  1990). 

increasing  Our  Ability  to  Measure  and  Improve 
Quality  of  Care 

The  Qualitx'  Commission  identified  a  number  of  steps  that 
should  be  taken  to  improve  the  measurement  of  quality  of 
care.  In  addition  to  the  development  of  better  quality  mea- 
sures, information  systems  need  to  be  improved,  an  error 
reporting  system  should  be  created  to  help  learn  how  mistakes 
can  be  minimized,  and  more  effectiveness  research  is  needed 
to  determine  xvhat  care  actually  improves  patients'  outcomes. 
As  these  efforts  proceed,  however,  the  cost  of  obtaining, 
analyzing,  and  reporting  data  always  needs  to  be  weighed 
against  the  expected  benefits. 

Measures  of  Quality  of  Care 

Quality  has  many  aspects,  including  the  technical  quality  of 
care,  the  accessibility  of  care,  and  patient  satisfaction  (Palmer 
1991).  Technical  quality  can  be  broken  down  further  into  the 
structure  of  health  care  delivery  systems,  including  providers 
and  facilities;  processes  of  care,  including  vaccinations,  doctor 
visits,  and  operations;  and  outcomes  of  care  that  are  important 
to  consumers,  for  example,  mortality,  morbidity,  and  functional 
status  (Donabedian  1966).  It  is  important  to  measure  each  of 
these  dimensions  of  quality  because  they  provide  complemen- 
tary information. 
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Medicare  is  beginning  to  measure  quality  in  these  dimensions. 
Medicare  risk  plans  are  now  required  to  report  data  contained 
in  the  Health  Plan  Employer  Data  and  Information  Set.  This 
data  set  includes  a  number  of  process  measures  such  as 
screening  tests.  The  Foundation  for  Accountability  is  helping 
Medicare  develop  outcomes  measures  for  specific  diseases. 
The  Medicare  Current  Beneficiary  Survey  provides  informa- 
tion about  access  to  care  from  the  beneficiary's  perspective. 
The  Consumer  Assessment  of  Health  Plans  Survey  is  being 
used  to  measure  access  to  care  and  consumer  satisfaction. 
These  measurement  sets  have  important  limitations,  but 
they  represent  a  good  start. 

In  addition  to  noting  the  need  to  refine  existing  quality 
measures,  the  Quality  Commission  identified  several  areas  for 
additional  work.  Gaps  in  existing  measures  include  measures 
for  home  health  care,  mental  health  care,  care  for  chronic  con- 
ditions and  disabilities,  and  the  personal  interactions  between 
patients  and  providers  that  are  central  to  medical  care.  Filling 
i,i  these  naps  is  particularK  important  lor  Medicare.  More 
measures  using  functional  outcomes  are  also  needed.  Although 
greater  detail  and  breadth  in  quality  measurement  are  desir- 
able, the  sheer  quantity  of  information  may  create  a  need 
for  summary  measures  of  quality  both  within  and  across 
dimensions.  Measures  of  quality  are  needed  at  the  individual 
practitioner,  medical  group,  and  facility  level. 

The  Quality  Commission  identified  steps  that  need  to  be  taken 
for  quality  data  to  be  more  useful  in  comparing  health  plans, 
providers,  and  facilities.  Definitions,  data  sources,  and  mea- 
surement methods  should  be  standardized.  Data  should  be 
externally  audited  to  ensure  they  are  valid.  Information  on 
quality  should  be  risk  adjusted,  but  the  science  of  risk  adjust- 
ment of  quality  measures  is  at  an  early  stage  (Iezzoni  1997). 
Medicare  will  obtain  data  to  risk  adjust  payments  to 
Medicare+ Choice  plans,  but  the  information  needed  to  adjust 
quality  measures  for  risk  is  often  different  and  more  clinically 
detailed  than  what  Medicare  is  currently  planning  to  obtain. 

Many  challenges  must  be  confronted  to  develop  useful  new 
measures.  More  work  is  needed  to  understand  the  kinds 
of  information  consumers  want  to  know  and  how  they  use 
information  to  make  decisions.  Summary  measures  can  be 
problematic,  for  example,  because  quality  tends  to  vary  across 
and  within  dimensions  of  care.  Technical  challenges  compli- 
cate the  assessment  of  quality  at  the  individual  practitioner, 
medical  group,  and  facility  level,  including  the  need  to  aggre- 
gate data  across  payers  and  to  risk  adjust  the  measures.  Some 
important  aspects  of  care,  such  as  the  conscientiousness  of 
providers,  are  difficult  to  measure  directly 


Due  to  the  limitations  inherent  in  any  one  measure,  a  variety 
of  types  of  measures  should  be  employed.  Even  so,  quality 
measures  will  at  best  convey  an  important  yet  imperfect 
picture  of  quality  of  care. 

Information  Systems 

Existing  information  systems  are  largely  inadequate  for  quality 
assessment  and  reporting.  In  our  decentralized  health  care 
system,  information  is  fragmented  and  incompatibilities  pre- 
vent the  aggregation  of  data.  Clinical  data  are  needed,  but 
can  be  obtained  efficiently  only  with  computerized  clinical 
information  systems  that  are  not  yet  widely  in  use.  The  quality 
of  data  needs  improvement,  and  linkages  between  different 
databases  must  be  made  possible. 

The  Healdi  Insurance  Portability  and  Accountability  Act  of 
1996  requires  the  Secretary  of  Health  and  Human  Services, 
in  consultation  with  private-sector  bodies,  to  set  uniform 
standards  for  data  elements  and  transmission.  Health  care 
organizations  are  recognizing  the  need  for  better  data  systems 
to  manage  care  and  improve  quality.  Kaiser  Permanente 
Northern  California,  for  example,  is  investing  $1.2  billion  in 
clinical  information  systems  over  die  next  five  years.  Medicare 
will  be  collecting  encounter  data  from  Medicare+Choice 
managed  care  plans  in  1998,  but  there  is  no  longer-range 
plan  for  obtaining  clinical  data. 

Valid  data  are  essential,  but  automation  does  not  guarantee 
against  errors.  The  Quality  Commission  recommended  that 
Medicare  and  other  purchasers  offer  financial  incentives  to 
health  plans  for  meeting  specified  levels  of  data  quality. 

National  Error  Reporting  System 

One  approach  to  reducing  health  care  errors  and  their  result- 
ing injuries  to  patients  is  the  documentation  and  dissemination 
of  information  about  types  of  errors  and  their  causes,  but 
this  approach  is  currently  inhibited  by  fears  of  litigation  and 
by  the  prevailing  culture  in  medicine  which  punishes  and  stig- 
matizes those  who  make  mistakes.  There  is  growing  interest 
in  borrowing  successful  strategies  from  other  industries  that 
design  systems  to  prevent  and  minimize  the  effects  of  errors 
that  are  inherent  in  complex  human  systems. 

The  Quality  Commission  cited  the  Aviation  Safety  Reporting 
System  as  a  model  for  confidential  reporting,  and  the 
Department  of  Veterans  Affairs  is  designing  a  health  care 
error  reduction  system  patterned  after  this.  The  Quality 
Commission  recommended  that  interested  parties  work 
together  to  develop  a  health  care  error  reporting  system. 
Because  Medicare  beneficiaries  suffer  disproportionately 
from  the  effects  of  health  care  errors,  Medicare  would  seem 
to  have  a  large  stake  in  realizing  this  vision. 
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Support  for  Research 

Because  high-quality  care  requires  know  ledge  of  the  effective- 
ness and  risks  of  medical  treatments,  increased  levels  of  basic, 
clinical,  and  health  services  research  are  needed  to  improve 
the  knowledge  base  supporting  medical  care.  Medicare's  policv 
is  generally  not  to  pav  for  routine  patient  care  costs  for  benefi- 
ciaries enrolled  in  clinical  trials.  The  Physician  Payment  Review 
Commission  (PPRO  suggested  that  Medicare  pav  up  to  the 
cost  of  standard  care  in  approved  studies  of  experimental 
devices  and  services  that  are  clear  substitutes  for  established 
treatments  (PPRC  1995).  The  President  has  proposed  a 
demonstration  project  that  would  provide  for  Medicare 
cov  erage  of  patient  care  costs  in  NTH-sponsored  cancer 
treatment  trials. 

New  clinical  knowledge  must  be  disseminated  to  be  used. 
The  National  Guideline  Clearinghouse — a  joint  project  of  the 
Agency  for  Health  Care  Policv  and  Research  (AHCPR),  the 
AMA.  and  the  American  Association  of  Health  Plans — will 
create  an  Internet-accessible  library  of  clinical  guidelines  for 
use  by  providers,  plans,  and  consumers. 

Focus  and  Coordinate  Efforts  to  Improve  Quality 

Considerable  effort  is  being  dev  oted  to  measuring  and 
improving  quality.  Researchers,  providers,  purchasers,  and 
quality  oversight  organizations  are  independently  developing 
numerous  measures  of  quality.  A  catalog  of  quality  measures, 
sponsored  by  AHCPR,  contains  more  than  53  different  sets 
of  measurements,  aimed  at  different  medical  conditions,  popu- 
lations, providers,  and  users.  Although  the  level  of  effort  is 
laudatory,  a  lack  of  coordination  and  standardization  hinder 
progress.  The  Quality  Commission  argued  that  while  the  state 
of  quality  measurement  is  being  advanced  in  some  specific 
areas,  more  important  areas  are  relatively  ignored.  The 
multiplicity  of  measures,  types  and  sources  of  data,  and  data 
standards  is  inefficient  for  the  creation  of  and  compliance  with 
quality  requirements.  Moreov  er,  the  lack  of  standardization 
prevents  comparability. 

To  remedy  this  problem,  the  Quality  Commission  recommend- 
ed standardization  and  coordination  on  two  levels.  First,  it 
recommended  that  broad  national  aims  for  quality  improve- 
ment be  set — with  specific  measurable  objectives — to  focus 
and  coordinate  efforts  in  areas  of  the  highest  priority.  The 
Quality  Commission  cited  the  Healthy  People  2000  campaign 
as  a  model  for  this.  Second,  within  each  national  aim,  the 
Quality  Commission  recommended  the  identification  of 
standardized  sets  of  indicators  for  use  in  all  sectors  of  the 
health  care  system. 


The  Quality  Commission  suggested  the  following  national  aims 
for  consideration: 

•  reduce  underlying  causes  of  illness,  injury, 
and  disability; 

•  expand  research  on  new  treatments  and  evidence 
on  effectiveness; 

•  assure  the  appropriate  use  of  health  care  services; 

•  reduce  health  care  errors; 

•  address  over-  and  under-supplv  of  health  care 
resources;  and 

•  increase  patient  participation  in  care. 

Each  of  these  aims  is  important  to  Medicare. 

To  articulate,  update,  and  measure  progress  toward  national 
aims,  the  Quality  Commission  proposed  creation  of  a  public 
sector  body  called  the  Advisory  Council  for  Health  Care 
Quality'.  This  body  would  also  evaluate  progress  toward 
implementation  of  the  Consumer  Bill  of  Rights  and 
Responsibilities.  It  would  be  purely  advisory  in  nature. 

To  help  coordinate  and  standardize  quality  measurement 
strategies  at  a  more  instrumental  level,  the  Quality  Commission 
suggested  creation  of  a  private  sector  entity  called  the  Forum 
for  Health  Care  Quality  Measurement  and  Reporting.  The 
Forum  would  develop  a  comprehensive  plan  for  the  imple- 
mentation of  quality'  measurement,  data  collection,  and 
reporting  standards,  with  the  goal  of  assuring  widespread 
availability  of  comparative  information  on  quality  of  care  in 
all  sectors  of  the  health  care  system.  It  would  establish  mea- 
surement priorities  that  address  the  national  aims  for  quality 
improvement,  and  endorse  core  sets  of  quality  measures  and 
standardized  methods  for  measurement  and  reporting. 

The  Forum  would  be  a  collaboration  of  purchasers,  consumers, 
providers,  quality  oversight  organizations,  and  experts,  although 
the  Quality  Commission  noted  concern  about  whether  a  vol- 
untary organization  could  accomplish  the  goals  set  out  for  it. 
Medicare  would  probably  want  to  participate  in  an  entity  like 
the  Forum  if  one  is  created,  to  help  ensure  that  standards 
were  consistent  throughout  the  health  care  system  and  that 
the  program's  needs  are  taken  into  account  in  the  development 
of  quality  measurement  strategies.  In  response  to  the  Quality 
Commission's  deliberations,  the  Joint  Commission  on  the 
Accreditation  of  Healthcare  Organizations,  the  National 
Committee  for  Quality  Assurance,  the  American  Medical 
Accreditation  Program,  and  other  quality  oversight  organiza- 
tions are  working  together  to  form  a  coordinating  entity. 
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Another  area  of  potential  coordination  is  among  quality  over- 
sight organizations'  reviews  of  health  plans  and  facilities.  In 
some  instances,  if  a  health  plan  meets  the  standards  of  one 
organization,  it  is  deemed  to  meet  the  standards  of  another. 
Medicare  allows  this  technique  for  hospital  accreditation  and 
it  is  planning  to  permit  use  of  private  accreditation  surveys 
of  Medicare+ Choice  plans.  Some  consumer  advocates  are 
concerned,  however,  about  limited  public  accountability  and 
the  potential  loss  of  public  access  to  the  raw  data  and  results 
of  private  accrediting  processes  used  for  public  programs 
(Quality  Commission  1998).  A  public  task  force  in  California 
recommended  that  all  private  data  protocols  and  results  used 
to  satisfy  public  oversight  requirements  be  made  available  to 
the  public,  just  as  if  the  task  were  conducted  by  the  govern- 
mental entity  itself  (Managed  Health  Care  Improvement  Task 
Force  1997). 

Making  Quality  a  High  Priority 

The  Quality  Commission  argued  that  measuring  and  improving 
quality  of  care  should  be  made  a  national  priority  and  urged 
the  President  to  provide  leadership  to  make  this  happen.  The 
two  national  entities  proposed  by  the  Quality  Commission,  the 
Advisory  Council  for  Health  Care  Quality  and  the  Forum  for 
Health  Care  Quality  Measurement  and  Reporting,  would  help 
educate  the  public  on  quality  of  care.  The  Quality  Commission 
would  like  to  see  established  an  annual  award  for  excellence  in 
health  care  quality,  modeled  after  the  Malcolm  Baldridge 
National  Quality  Award  in  industry.  Most  important,  pressure 
is  needed  from  purchasers,  consumers,  and  providers. 

Purchasers 

Purchasers  need  to  provide  consumers  with  a  variety  of  plans 
they  can  choose  among  based  on  quality  information.  The 
Quality  Commission  urged  purchasers  to  select  plans  and 
providers  based  on  the  quality  of  care  they  deliver,  but  noted 
Medicare's  limitations  on  purchasing  based  on  quality. 
Medicare+Choice  is  open  to  all  health  plans  that  meet  the 
requirements.  HCFA  does  not  have  the  authority  to  contract 
selectively  among  qualified  plans,  or  to  pay  differentially  in 
either  traditional  Medicare  or  Medicare+Choice  based  on  per- 
formance, although  it  does  require  plans  to  implement  quality 
improvement  programs  (see  Chapter  2).  In  addition  to  its  use- 
fulness for  beneficiaries,  quality  information  can  be  used  by 
the  program  to  ensure  that  payment  levels  and  program  regu- 
lations do  not  adversely  affect  quality  of  care. 


Another  issue  for  Medicare  as  purchaser  is  how  to  generate 
information  on  quality  and  quality  improvement  activities  in 
fee-for-service  plans,  both  traditional  Medicare  and  within 
Medicare+Choice.  Devising  meaningful  quality  measures  that 
would  permit  comparisons  widi  managed  care  plans  will  be 
challenging.  Different  processes  of  care  and  data  collection 
methods  in  the  two  types  of  systems  make  it  difficult  to  con- 
struct measures  permitting  direct  comparisons.  The  challenge 
is  realizing  Medicare's  potential  to  feed  information  back  to 
plans  and  providers  that  could  help  them  improve  the  quality 
of  care  they  provide. 

The  Quality  Commission  also  emphasized  the  need  for 
purchasers  to  focus  on  assuring  that  vulnerable  populations 
receive  high-quality  care  (see  Chapter  9).  Attributes  that 
can  render  a  population  particularly  vulnerable  to  harm  from 
poor  care  include  financial  circumstances,  geographic  location, 
poor  health,  age,  communication  and  cultural  barriers,  and  dis- 
ability. Medicare  serves  a  disproportionate  share  of  vulnerable 
groups,  so  this  issue  is  vital  for  the  program. 

Purchasers  can  take  steps  to  assure  care  for  vulnerable  popula- 
tions by  developing  effective  delivery  models  for  these  groups. 
Medicare's  Program  of  All-Inclusive  Care  for  the  Elderly 
(PACE)  is  a  good  example  that  was  made  a  permanent  program 
by  the  BBA.'2  Case  management,  frequent  provider-initiated 
telephone  contacts,  and  other  strategies  are  being  developed 
and  tested  (PPRC  1997).  Purchasers  should  also  adjust  capita- 
tion payments  for  risk  status  so  that  plans  are  paid  enough 
to  provide  appropriate,  high-quality  care  for  all  who  need  it. 
Under  the  Balanced  Budget  Act  of  1997,  risk  adjustment  of 
payments  to  Medicare+Choice  plans  is  required  beginning  in 
die  year  2000,  although  a  number  of  issues  must  be  addressed 
before  this  occurs  (MedPAC  1998). 

Consumers 

Information  on  quality  must  be  accessible  and  understandable 
to  consumers  for  them  to  act  on  it.  HCFA  has  undertaken  the 
National  Medicare  Education  Program  to  educate  beneficiaries 
about  their  choices  in  the  Medicare+Choice  program,  aldiough 
the  initiative  has  already  been  criticized  as  underfunded  (BNA 
Health  Care  Daily  1998).  Making  quality  information  usable 
is  challenging,  but  promising  approaches  are  being  developed. 
Researchers  at  RAND  have  developed  an  interactive  multime- 
dia program  to  help  Medicaid  enrollees  obtain  information 
from  the  Consumer  Assessment  of  Health  Plans  Survey.  The 
Internet  can  be  an  effective  mode  of  disseminating  quality 


12  For  a  discussion  of  this  program,  see  MedPAC  1998. 
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information  for  some  consumers.  Others  will  need  personal 
assistance  to  obtain  and  interpret  quality  information.  Priv  ate 
oreanizations  mav  meet  this  need,  but  Medicare  will  need 
to  determine  whether  it  should  fund  such  assistance  (see 
Chapter  2). 

The  Quality  Commission  also  recommended  that  consumers 
be  involved  in  the  governance  of  health  plans  and  quality  over- 
sight organizations.  It  viewed  the  involvement  of  consumers 
in  these  organizations,  as  well  as  the  Forum  for  Health  Care 
Qualitv  Measurement  and  Reporting,  as  vital  to  ensuring  that 
the  needs  of  consumers  are  met.  Substantial  consumer 
involvement  is  the  exception,  however,  and  Medicare  has 
not  adopted  requirements  concerning  consumer  participation 
and  governance. 


A  third  av  enue  for  consumer  involvement  is  the  use  of  legal 
remedies  for  inappropriate  care,  including  coverage  denials 
and  substandard  care.  The  right  to  internal  and  external 
appeals  of  treatment  denials  is  an  important  safeguard  in 
managed  care  plans  (discussed  in  more  detail  above  and 
in  Chapter  2).  In  addition,  the  tort  liability  system,  despite 
its  many  faults,  is  a  bottom-line  enforcer  of  a  minimum 
standard  of  care. 

Providers 

Health  care  professionals  and  institutions  have  a  professional 
obligation  to  pursue  quality  improvement  and  participate  in 
efforts  to  measure  and  report  quality.  Modern  concepts  of 
quality  improvement  are  beginning  to  take  hold  in  medicine, 
but  dieir  application  is  uneven  in  practice.  Health  care  profes- 
sionals need  to  acquire  the  particularized  skills  and  knowledge 
needed  to  improve  quality  (Berwick  and  Nolan  1998). 
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To  remedy  a  number  of  problems  with  Medicares  payment  system  for  hospital 
outpatient  services,  the  Congress  mandated  a  prospective  payment  system  (PPS) 
for  hospital  outpatient  services  as  part  of  the  Balanced  Budget  Act  of  1997 
( BBA).  Once  the  outpatient  PPS  is  implemented,  differences  in  payments  for  a 
service  among  hospitals  and  other  ambulatory  care  settings  will  become  clearer, 
highlighting  incentives  that  affect  where  ambulator)-  care  is  provided.  However, 
w  hile  Medicare  should  be  sensitive  to  differences  in  payments  across  settings, 
payments  are  only  one  of  many  factors  that  influence  the  choice  of  ambulatory 
care  setting. 


Since  the  early  1980s,  Medicare's  payments  to  facilities  for 
ambulatory  care  services  have  grown  to  compose  an  increas- 
ingly large  portion  of  total  program  payments.  Between  1980 
and  1994.  expenditures  for  hospital  outpatient  senices  as  a 
share  of  total  Medicare  spending  nearly  tripled,  from  2.9 
percent  to  8.1  percent  of  total  payments.  These  expenditures 
represented  6  percent  of  Medicare  payments  to  hospitals  in 
1980,  and  increased  to  20  percent  bv  1997.  Facility  payments 
for  ambulator)  services  in  general,  including  hospital 
outpatient  departments  (OPDs),  ambulator)  surgical  centers 
(ASCs),  physicians'  offices,  rural  health  clinics  (RHCs),  and 
federally  qualified  health  centers  FQHCs 1  totaled  $27.3 
billion  in  1996,  or  14  percent  of  total  Medicare  spending 
for  that  year  (see  Table  4-1). 

The  growth  of  Medicare  spending  for  ambulatory  care 
services  has  called  attention  to  a  number  of  problems  with 
hospital  outpatient  payment.  First,  due  to  its  patchwork 
nature,  the  payment  methodology  for  hospital  outpatient 
services  has  become  tremendously  complex.  It  is  unwieldy 
to  administer,  and  it  has  created  a  difficult  operating 


environment  for  hospitals.  Over  a  dozen  different  payment 
methods  can  apply  to  hospital  outpatient  senices,  depending 
on  the  senice,  the  location  and  tvpe  of  the  hospital,  and  its 
own  cost  and  charge  structure.  Second,  until  this  year,  a 
systematic  error  in  the  formulas  used  in  calculating  certain 
blended  payment  limitations  has  resulted  in  higher  payments 
to  hospitals  than  the  Congress  had  intended.  Third,  the  pay- 
ment method  has  given  the  Medicare  program  little  control 
over  spending  growth.  Finally,  the  method  used  to  calculate 
program  payments  and  beneficiary  coinsurance  payments  has 
resulted  in  beneficiaries  paying  a  disproportionate  share  of 
total  payments  to  hospitals — currently  about  50  percent — 
compared  with  20  percent  for  most  other  services  covered 
under  Medicare  Part  B. 

To  begin  addressing  these  problems,  the  Congress  required 
die  Health  Care  Financing  Administration  (HCFA)  to  imple- 
ment a  PPS  for  hospital  outpatient  services  as  part  of  the 
BBA.  Under  the  new  payment  system,  which  is  scheduled  to 
take  effect  for  most  hospitals  on  January  1,  1999,  Medicare 


1  Generally,  when  a  service  is  provided  in  an  ambulatory  facility.  Medicare  makes  separate  payments  to  the  facility  for  furnished 
services  and  supplies  and  to  the  physician  for  related  professional  services.  This  chapter  discusses  the  facility  payment,  as  it  will 
form  the  basis  of  the  new  hospital  outpatient  PPS.  In  comparative  analyses,  the  practice  expense  component  of  the  Medicare  Fee 
Schedule  is  used  as  a  proxy  facility  payment  for  services  provided  in  the  office  setting. 
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Table  4-1 


Medicare  Spending  for  Ambulatory  Care  Services, 
by  Setting,  1996 


Number 

Payments 

Type  of  Setting 

of  Facilities 

(In  Billions) 

Hospital  outpatient  department 

5,188 

$15.0 

Physicians'  practice* 

787,700 

11.1 

Office 

8.7 

Hospital  OPD 

20 

ASC 

04 

Ambulatory  surgical  center 

2,264 

0.9 

Rural  heaith  clinic 

3,209 

02 

Federally  qualified  health  center 

1,710 

0  1 

Total 

27.3 

NOTE:  Hospital  payments  are  fiscal  year,  all  others  are  calendar  year. 

ASC  =  Ambulatory  Surgical  Center.  OPD  =  Hospital  Outpatient  Department. 

*  Payment  estimates  are  for  practice  expense  portion  of  total  allowed  charges,  and 

do  not  include  professional  fees.  Count  includes  doctors  of  osteopathic  medicine, 

chiropractors,  psychologists,  podiatrists,  and  other  limited-license  practitioners. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  Physician/Supplier 
5  percent  sample  Standard  Analytical  File,  Health  Care  Financing  Administration 
(HCFA)  Online  Survey  and  Certification  Reporting  System,  HCFA  Center  for  Health 
Plans  and  Providers,  and  the  Congressional  Budget  Office. 


will  pay  a  predetermined  rate  for  each  outpatient  service. 
Under  prior  law,  each  hospital's  program  payment  for  most 
services  was  calculated  retrospectively  in  the  aggregate, 
based  on  its  total  costs,  charges,  and  relevant  fee  schedule 
amounts.  This  has  made  it  difficult  for  hospitals  to  know 
what  their  Medicare  reimbursement  would  be  at  the  time 
services  were  provided. 

One  result  of  the  new  law  is  that  differences  in  payment 
rates  between  hospitals  and  other  ambulatory  settings  for 
particular  services  will  become  immediately  evident,  so  that 
financial  incentives  related  to  providing  those  services  in 
one  setting  over  another  will  be  much  clearer.  As  a  result, 
decisions  regarding  where  to  provide  services  may  become 
more  dependent  on  an  assessment  of  which  setting  is  most 
profitable,  rather  than  which  would  provide  the  most 
clinically  appropriate  care.  The  continuing  integration 
of  providers  in  the  health  care  market  is  likely  to  facilitate 
such  assessments. 

The  Medicare  Payment  Advisor)' Commission  (MedPAC) 
believes  that  payment  systems  for  ambulatory  services  should 
not  engender  financial  incentives  that  could  inappropriately 
influence  clinical  decisionmaking.  To  determine  the  potential 


magnitude  of  such  incentives,  die  Commission  has  begun  to 
investigate  the  degree  to  which  the  same  ambulatory  care 
sendees  are  currently  furnished  in  different  settings,  and  the 
extent  to  which  payments  for  these  services  differ  among 
diese  settings.  These  baseline  data  can  be  used  to  assess  how 
differences  in  Medicare  payments  may  influence  die  choice  of 
setting.  Our  preliminary  results  are  mixed.  In  many  instances, 
services  are  provided  in  one  setting  almost  exclusively,  and  the 
relative  payment  amount  does  not  appear  to  be  a  determining 
factor.  In  other  cases,  higher  volume  occurs  in  the  setting  in 
which  payment  rates  are  higher.  These  findings  suggest  that 
while  most  ambulatory  care  services  can  be  provided  in 
different  settings,  and  should  be  carefully  monitored  as  the 
BBA  is  implemented,  payment  is  only  one  factor  in  the  choice 
of  setting  for  ambulatory  care. 

This  chapter  provides  an  overview  of  Medicares  various 
ambulatory  care  benefits.  It  describes  several  ambulatory 
care  settings,  including  facility  characteristics  and  relevant 
payment  policies.  The  chapter  then  analyzes  payments  and 
utilization  across  three  major  ambulatory  settings:  hospital 
outpatient  departments,  ambulatory  surgical  centers,  and 
physicians'  offices.  Medicare  payments  for  these  services 
are  examined  across  settings,  both  in  the  aggregate  and  at 
the  service  level. 

BACKGROUND 

As  the  provision  of  many  services  has  moved  from  inpatient 
to  ambulatory  settings,  the  number  and  variety  of  facilities 
providing  outpatient  care  has  increased.  Medicare  beneficia- 
ries now  receive  acute  ambulatory  care  in  a  variety  of  settings, 
including  hospital  outpatient  departments,  ambulatory  surgical 
centers,  free-standing  dialysis  centers,  rural  health  clinics  and 
federally  qualified  health  centers,  free-standing  imaging 
centers,  and  physicians"  offices,  among  others.  While  many 
of  these  services  are  relatively  low-intensity  services  such  as 
evaluation  and  management,  simple  X-rays,  and  laboratory 
tests  that  have  always  been  provided  on  an  outpatient  basis, 
they  increasingly  include  surgical  and  complex  diagnostic 
procedures  that  have  migrated  from  inpatient  settings. 

Rehabilitation  services  such  as  physical  therapy,  occupational 
therapy,  and  speech  and  language  services  are  also  provided 
in  ambulatory  settings.  Outpatient  rehabilitation  is  most 
often  furnished  in  hospital  outpatient  departments,  as  well 
as  in  rehabilitation  agencies  and  comprehensive  outpatient 
rehabilitation  facilities  (CORFs).  These  services  are  subject 
to  distinct  Medicare  coverage  and  payment  policies  that  are 
discussed  in  Chapter  5  of  this  report. 
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The  growth  in  Medicare  spending  for  ambulatory  care  has 
paralleled  the  increase  in  the  number  of  facilities  that  provide 
them.  Between  1983  and  1996,  Medicare  payments  for  hospi- 
tal outpatient  services  rose  more  than  13  percent  per  year, 
on  average.  Many  factors  contributed  to  diis  growth,  including 

I  an  increase  in  the  number  of  Medicare  beneficiaries,  payment 
policies  that  encouraged  a  shift  in  site  of  sen-ice  from  the 
inpatient  to  the  outpatient  setting,  and  advances  in  medical 
technology  that  increased  both  the  supply  oi  and  the  demand 

:  for  hospital  outpatient  services. 

Originally  Medicare  used  two  distinct  mediods  to  determine 
pa\Tnent  amounts  for  ambulatory'  care  services.  Payments  to 
faculties  were  based  on  reasonable  costs,  w  hile  those  for  physi- 
cians' professional  services  were  based  on  prevailing  charges. 
As  the  provision  of  ambulatory  care  increased  over  time,  pay  - 
ment systems  were  changed  in  attempts  to  control  spending 

.  growth,  generally  moving  away  from  cost-  and  charge-based 
payment.  In  the  hospital  outpatient  setting,  a  complex  mix 
of  payment  methods  evolved.  Despite  these  measures, 

j  ambulatory  care  use  and  spending  continued  to  grow. 

The  problems  intrinsic  to  Medicare's  hospital  outpatient 
payment  methods  led  the  Congress  to  enact  a  prospective 
payment  system  for  hospital  outpatient  services  as  part  of 
the  BBA.  Under  the  hospital  outpatient  PPS,  a  set  of  relativ  e 
weights  will  be  calculated  for  hospital  outpatient  services  that, 
together  with  a  conversion  factor  and  certain  adjustments  to 
this  factor,  will  permit  the  calculation  of  the  payment  at  the 
time  the  service  is  provided.  The  BBA  also  included  a  mecha- 
nism that  will  begin  to  reduce  the  disproportionate  beneficiary- 
coinsurance  liability.'.  Finally  by  severing  payments  from  costs 
or  charges,  the  hospital  outpatient  PPS  will  provide  a  means 
of  controlling  the  unit  price  of  these  services. 

[  Once  the  outpatient  PPS  is  put  into  place,  however,  differ- 
ences in  payments  for  the  same  service  provided  in  different 
i  ambulatory  settings  will  be  more  evident.  As  a  prudent 
'  purchaser,  Medicare  should  pay  for  outpatient  services 
based  on  the  least  costly  clinically  appropriate  setting. 
However,  hospitals  may  incur  indirect  costs  that  other  facilities 
do  not,  raising  their  per-unit  costs  relative  to  other  providers. 
Failure  to  recognize  these  costs  in  the  new  payment  system — 
some  of  which  reflect  other  goals  of  the  Medicare  program 
|  — could  place  hospitals  at  a  competitive  disadvantage  relative 
|  to  other  ambulatory  settings.  Hospitals  may  react  to  perceived 
inadequacies  in  outpatient  payment  rates  by  reducing  the 
availability  of  some  services,  resulting  in  a  shift  to  other, 
potentially  less  clinically  appropriate  settings. 


Table  4-2 


Combined  Medicare  Program  and  Beneficiary 
Spending  for  Outpatient  Services,  1983-1996 


Amount 

Percent 

Year 

(In  Billions) 

Change 

1  QPQ 

COT 

1  QQ/l 
1  j04 

Q  7 
6.1 

1  C  CO/ 

I  b.b  7o 

1  QRt; 

1  1 

4.4 

1  C  7 

lb./ 

I  JOO 

c,  7 

9n  7 

I  30/ 

R  7 

b.z 

1  Q  7 

1  ooo 
1 300 

7  0 

13.4 

1989 

7  6 

88 

1990 

8  5 

11.7 

1991 

9.7 

14.1 

1992 

11.0 

13.2 

1993 

12.3 

11.8 

1994 

13.9 

I29 

1995 

15.4 

10.5 

1996 

16.6 

7.9 

NOTE:  Includes  payments  for  outpatient  services  in  non-hospital  settings. 
SOURCE:  Health  Care  Financing  Administration,  Office  of  the  Actuary. 


What  constitutes  an  appropriate  payment  amount  for  an 
ambulatory  M-rvkv  in  a  -fivcn  setting  raises  broader  questions 
about  the  rationality  ol  Medic. ires  various  payment  systems 
for  these  services.  The  changes  to  die  payment  system  for 
hospital  outpatient  services,  together  with  concomitant 
changes  in  the  ASC  payment  system  and  the  Medicare 
Fee  Schedule  for  physicians'  services,  provide  an  excellent 
opportunity  to  examine  the  concept  of  rational  payment  for 
ambulatory  services  across  settings,  and  to  lay  the  groundwork 
for  moving  payment  systems  in  an  appropriate  direction. 
This  chapter  evaluates  baseline  data  that  can  be  brought  to 
bear  in  assessing  these  relationships,  and  provides  background 
for  number  of  concepts  that  must  be  considered  in  discussions 
of  the  relationships  of  payments  across  ambulatory  settings. 

Hospital  Outpatient  Departments 

In  1996,  national  health  spending  for  hospital  outpatient 
services  accounted  for  over  30  percent  of  community  hospital 
revenues,  up  from  25  percent  in  1992  (AHA  1998).  Inpatient 
admissions  declined  by  over  3  percent  annually  during  this 
period,  while  outpatient  visits  increased  at  6  percent  per  year. 
Outpatient  services  represented  only  about  20  percent  of  total 
Medicare  payments  to  hospitals  (excluding  payments  to  hospi- 
tals for  post-acute  services),  reflecting  the  different  service 
mix  used  by  the  Medicare  population.  Nevertheless,  hospital 
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outpatient  services  are  an  important  and  growing  component 
of  Medicare  spending.  Payments  to  hospital  outpatient 
departments,  which  account  for  the  bulk  of  Medicares  spend- 
ing for  ambulatory  facility  services,  have  risen  at  an  average 
annual  rate  of  over  13  percent  since  1983  (see  Table  4-2). 
Medicare  spending  for  hospital  outpatient  services  has  also 
grown  as  a  percentage  of  total  Medicare  payments  to  hospitals, 
from  7  percent  in  1983  to  nearly  20  percent  in  1997. 

There  are  a  number  of  reasons  for  this  rapid  growth  in  expen- 
ditures. In  addition  to  growth  in  enrollment  and  inflation, 
technological  and  economic  factors  have  also  contributed  to 
the  increase.  For  example,  technological  advances  permitted 
the  rapid  migration  <>l  cataract  procedures  from  inpatient  to 
outpatient  settings  during  the  middle  and  latter  part  of  the 
1980s  (HITS  OIG  1986;  ProPAC  1990,  1993).  Moreover,  as 
technological  improvements  allowed  the  movement  of  services 
from  more  to  less  intensive  settings,  the  services  became  more 
accessible  to  a  greater  number  of  beneficiaries.  Technological 
advances  often  allowed  for  less  invasive  methods  of  performing 
a  procedure,  placing  fewer  restrictions  on  a  beneficiary's  life 
activities.  Both  economic  and  clinical  factors  have  also  con- 
tributed to  a  lowering  of  the  threshold  for  providing  sendees: 
economies  of  scale  have  allowed  the  provision  of  greater 
numbers  of  services  at  lower  per-unit  costs,  while  changes 
in  clinical  practices  have  expanded  the  population  who 
receives  services. 

The  increasing  use  of  hospital  outpatient  services  accentuated 
several  stresses  in  Medicare's  payment  system.  These  problems 
were  addressed  under  the  BBA  provisions  relating  to  hospital 
outpatient  services,  which  establish  a  PPS  for  these  services, 
implement  a  volume  control  mechanism,  begin  to  reduce 
the  beneficiary  coinsurance  liability,  and  correct  certain  pay- 
ment formulas. 

Until  the  BBA's  hospital  outpatient  payment  provisions  are 
in  place,  hospitals  will  continue  to  be  paid  under  the  current 
system.  A  hospital's  payment  consists  of  two  components: 
the  beneficiary  coinsurance  payment,  and  a  program  payment. 
The  beneficiary  coinsurance  payment  is  calculated  as  20 
percent  of  the  hospital's  charges  at  the  time  the  service  is 
provided.  This  differs  from  most  other  Part  B  services,  for 
which  the  coinsurance  is  20  percent  of  a  Medicare-determined 
payment  amount.2  This  difference  exists  because  of  the 
complexity  oi  the  calculation  of  the  program  payment. 


When  a  hospital  pro\ides  an  outpatient  service  to  a  Medicare 
beneficiary,  the  charges  for  the  sendee  are  accumulated  with 
those  for  all  other  outpatient  services,  and  are  reported  on  an 
aggregate  basis  in  the  hospital's  Medicare  Cost  Report  at  the 
end  of  its  fiscal  year.  These  charges  are  compared  witii  the 
hospital's  reported  costs  for  these  services  (subject  to  certain 
reductions).  For  many  services,  the  Medicare  program  pay- 
ment is  calculated  as  the  lesser  of  the  hospitals  aggregate 
costs  or  charges,  net  of  beneficiary  deductibles  and  coinsur- 
ance. Payment  for  other  services — ASC-approved  surgeries, 
and  certain  radiology  and  other  diagnostic  procedures — is  cal- 
culated as  the  lesser  of  the  hospital's  aggregate  costs,  charges, 
or  a  blended  payment  amount  that  includes  the  aggregate 
fee  schedule  amounts  that  would  be  paid  for  these  services 
in  another  setting,  again,  net  of  beneficiary  coinsurance. 

In  addition  to  being  administratively  complex,  this  system 
has  resulted  in  beneficiaries  paying  a  larger  share  of  the  total 
payment  to  hospitals  for  outpatient  services  than  they  would 
have  paid  for  the  same  service  in  a  different  ambulatory  set- 
ting. This  is  because  the  beneficiary  coinsurance  is  calculated 
based  on  the  hospital's  charges,  while  the  program  payment 
i  s  determined  separately  based  on  the  lesser  of  the  provider's 
aggregate  costs,  charges,  or  blended  amounts.  Since  hospitals' 
costs  generally  are  substantially  lower  than  their  charges, 
beneficiaries  are  liable  for  a  disproportionate  share  of  the 
total  payment  to  hospitals. 

In  1996,  Medicare  paid  claims  for  over  4,500  distinct  services 
provided  to  beneficiaries  in  hospital  outpatient  departments. 
These  services  included  simple  laboratory  and  diagnostic  tests, 
evaluation  and  management  clinic  visits,  various  therapy  ser- 
vices, imaging  services,  ambulatory  surgeries,  and  emergency 
services. 

While  the  range  of  services  provided  in  hospital  OPDs  is 
impressive,  its  distribution  is  even  more  interesting.  A  relative- 
ly small  number  of  services  and  procedures  account  for  the 
majority  ol  Medicare  hospital  outpatient  service  volume. 
Excluding  laboratory  services,  the  20  highest-volume  services 
constituted  45  percent  of  total  service  volume  in  1996;  the  50 
most  frequently  provided  services  represented  62  percent  of 
total  volume;  and  the  top  300  services  made  up  over  90  per- 
cent of  both  Medicare  volume  and  payments  (see  Table  4-3).3 
Emergency  services  accounted  for  a  large  percentage  of  total 
Medicare  outpatient  volume,  even  larger  than  the  8  percent 


2  There  is  no  coinsurance  for  clinical  laboratory  services  or  home  health  care. 

'  Clinical  laboratory  services  are  paid  under  a  separate  fee  schedule  that  applies  across  all  ambulatory  settings.  Payments  for 
these  services  will  not  be  affected  by  BBA  provisions,  and  they  generally  are  excluded  from  the  analysis  presented  in  this  chapter. 
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Table  4-3 


Twenty  Highest-Volume  Medicare  Non-Laboratory  Services  Provided  in  Hospital 
Outpatient  Departments,  1996 


Number  of 

Cumulative 

□  pore 

Services 

Percent  of 

Percent  of 

Code 

riocrnntinn  i 

LJ  C  o  L.  I  1  |J  U  U  1  l  \ 

n  Thni i nri q \ 

II    1  IIUUoullUo/ 

Total  Volume 

Total  Volume 

99201 

Office/outpatient  visit,  new  patient,  brief 

6,656 

8.2% 

8.2% 

71020 

Chest  X-ray 

5,492 

6.7 

14.9 

93005 

Electrocardiogram,  tracing 

5,235 

6  4 

21.3 

99283 

Emergency  department  visit,  moderate 

2,222 

27 

24.0 

99213 

Office/outpatient  visit,  established  patient,  moderate 

2,032 

2.5 

26.5 

99282 

Emergency  department  visit,  expanded 

1,846 

2.3 

28.8 

71010 

Chest  X-ray 

1,555 

1  9 

30.7 

94760 

Measure  blood  oxygen  level 

1,281 

1  6 

32.3 

99281 

Emergency  department  visit,  minor 

1,246 

1  5 

33.8 

76092 

Screening  mammogram,  bilateral 

1,168 

I  4 

35.2 

76091 

Mammogram,  bilateral 

1,055 

!  3 

36.5 

66984 

Remove  cataract,  insert  lens 

961 

i  2 

37.7 

99284 

Emergency  department  visit,  extended 

959 

1  2 

38.9 

99212 

Office/outpatient  visit,  established  patient,  limited 

952 

1  2 

40.1 

99214 

Office/outpatient  visit,  established  patient,  extended 

841 

1.0 

41.1 

99202 

Office/outpatient  visit,  new  patient,  limited 

749 

0  9 

42.0 

99211 

Office/outpatient  visit,  established  patient,  brief 

745 

09 

42.9 

94799 

Pulmonary  service/procedure 

726 

0  9 

43.8 

93017 

Cardiovascular  stress  test 

657 

0  3 

44.6 

93307 

Echo  exam  of  heart 

527 

0  8 

45.4 

NOTE:  Current  Procedural  Terminology  codes  and  descriptions  copyrighted  by  the  American  Medical  Association. 
1  HCPCS  =  HCFA  Common  Procedure  Coding  System. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  Hospital  Outpatient  and  Physician/Supplier  5  percent  sample 
Standard  Analytical  Files,  from  the  Health  Care  Financing  Administration.  Volume  inflated  to  100  percent  from  5  percent  sample. 


represented  by  the  volume  for  the  HCFA  Common  Procedure 
Coding  System  (HCPCS)  codes  that  are  used  to  identify 
emergency  visits.4 

Physicians'  Offices 

As  of  January,  1996,  there  were  almost  800,000  non-federal 
physicians  and  other  limited-license  practitioners  actively 
providing  care  to  Medicare  beneficiaries  (see  Table  4-4). 
This  represents  an  increase  of  20  to  30  percent  from  1990. 
Physicians  accounted  for  the  majority  of  these  practitioners, 
with  doctors  of  osteopathic  medicine,  podiatrists,  chiroprac- 
tors, and  psychologists  making  up  most  of  the  remainder. 

Since  1992,  Medicare  has  reimbursed  physicians  for  services 
provided  to  beneficiaries  under  the  Medicare  Fee  Schedule. 
The  Medicare  Fee  Schedule  comprises  three  main  compo- 


nents. The  first  is  a  resource-based  relative  value  scale 
(RBRVS),  w  hich  reflects  the  resources  required  for  each 
service  relative  to  those  for  all  other  services.  It  is  calculated 
as  the  sum  of  relative  values  of  three  separate  sub-compo- 
nents: physician  work,  practice  expenses,  and  malpractice 
insurance  expenses.  The  second  component  is  a  set  of  geo- 
graphic adjusters  (geographic  practice  cost  indexes,  or  GPCIs), 
through  which  differences  in  local  area  prices  are  reflected. 
Finally  for  services  provided  prior  to  199S,  a  conversion  factor 
specific  to  the  type  of  service — surgical  services,  primary  care 
services,  and  other  services — is  used  to  calculate  a  dollar 
payment  amount  when  multiplied  by  the  RBRVS  value  and 
the  GPCIs  (see  Table  4-5).  The  BBA  directed  that  these  be 
replaced  with  a  single  conversion  factor  under  the  Sustainable 
Growth  Rate  system  in  1998.  In  addition,  the  BBA  calls  for 
substantial  revisions  to  the  way  payments  for  physicians' 


4  HCFA  instructs  hospitals  to  use  a  single  HCPCS  code  199201,  outpatient  or  office  visit,  new  patient]  for  all  outpatient  medical 
visits.  Comparisons  with  physician  claims  and  analysis  of  charge  data  suggest  that  the  majority  of  the  services  coded  in  this 
manner  are  actually  emergency  services,  and  that  the  8  percent  figure  reported  (the  sum  of  the  four  emergency  services]  here 
understates  the  actual  number  of  emergency  department  services  by  half.  The  number  of  new  patient  outpatient  visits 
reported  by  hospitals  does  not  accurately  portray  actual  volume. 


Medicare  Payment  Advisory  Commission 


June  1998 


63 


Table  4-4 


Non-Federal  Physicians  and  Other  Practitioners 


in  the  United  States,  by  Region,  January  1996 

Number  of  Practitioners* 

Ron  inn 
ncy  tut  i 

fin  Thnnsanri4;! 

All 

787.7 

Boston 

51.2 

New  York 

104.4 

Philadelphia 

89.0 

Atlanta 

129.8 

Chicago 

135.7 

Dallas 

75.5 

Kansas  City 

35.3 

Denver 

24.2 

San  Francisco 

113.6 

Seattle 

29.0 

*  Includes  doctors  of  osteopathic  medicine,  chiropractors,  podiatrists, 
and  psychologists. 

SOURCE:  Health  Care  Financing  Administration  Unique  Physician  Identification 
Number  (UPIN)  Directory. 


practice  expenses  are  calculated.  However,  consistent  with  our 
goal  of  providing  standardized  baseline  information  for  the 
major  ambulatory  settings,  1996  payment  rules  are  used  here. 

Physicians  who  provide  services  to  Medicare  beneficiaries 
are  paid  under  the  fee  schedule  regardless  of  the  setting. 
For  roughly  650  physician  services,  however,  the  practice 
expense  component  of  the  fee  schedule  amount  is  reduced 
by  50  percent  when  the  sendee  is  provided  outside  of  the 
physician's  office.  This  is  because  the  practice  expense 
component  is  assumed  to  reflect  the  costs  associated  with 
operating  the  physicians  office — staff,  utilities,  supplies, 
icnt.  and  so  on.  Some  of  these  costs  are  subsumed  under 
the  payment  to  the  facility  in  which  the  service  is  provided. 

Irrespective  of  where  a  service  is  performed,  the  physician 
work  and  malpractice  expense  components  are  the  same,  and 
do  not  factor  into  facility  payments.  This  analysis  compares 
only  facility  payments  lor  services  across  ambulatory  settings, 
and  focuses  on  the  lull  practice  expense  component  that  is 
paid  when  the  service  is  provided  in  the  physician's  office 
as  analogous  to  the  payment  that  is  made  to  the  hospital  or 
other  facility.  In  the  aggregate,  practice  expense  payments 
made  up  over  $1 1  billion  of  the  $25.3  billion  Medicare 
paid  to  physicians  and  other  practitioners  in  the  major 
ambulatory' care  settings  in  1996. 


In  1996,  physicians  submitted  claims  for  nearly  4,800  different 
services  provided  in  the  office  setting,  900  of  which  were 
laboratory  services.  The  distribution  of  services  is  fairly  con- 
centrated, with  the  20  highest-volume  services  and  procedures 
accounting  for  53  percent  of  Medicare  volume  and  40  percent 
of  allowed  charges  in  this  setting  (see  Table  4-6).  The  top 
50  services  represented  about  75  percent  of  volume  and 
60  percent  of  allowed  charges,  and  the  top  100  services  made 
up  nearly  85  percent  of  volume  and  over  70  percent  of  total 
allowed  charges. 

Ambulatory  Surgical  Centers 

Since  1982,  Medicare  has  covered  certain  surgical  procedures 
provided  to  beneficiaries  in  free-standing  or  hospital-based 
ambulator)'  surgical  centers.  For  purposes  of  Medicare  reim- 
bursement, an  ASC  is  defined  as  a  distinct  facility  that 
provides  exclusively  outpatient  services,  and  meets  certain 
Medicare  conditions  of  participation. 

ASCs  have  proliferated  since  the  early  1980s.  At  the  end  of 
1983,  there  were  239  Medicare-certified  ambulatory  surgical 
centers.  Fourteen  years  later,  there  were  nearly  2,500  ASCs 
participating  in  the  program,  an  average  annual  growth  rate  of 
18  percent  (see  Table  4-7).  Between  1987  and  1996,  Medicare 
payments  to  ASCs  increased  from  about  $150  million  to  over 
$900  million.  ASC  service  volume  has  also  increased  substan- 
tially, from  about  one  million  allowed  services  in  1993  to  more 
than  1.5  million  in  1996. 

Medicare's  payments  to  ASCs  at  present  make  up  only  a  small 
percentage  of  its  ambulatory  care  expenditures,  but  two  factors 
could  change  this  situation.  First,  the  rapid  integration  of  the 
health  care  industry  that  has  occurred  in  recent  years  is  likely 
to  give  providers  more  control  over  where  ambulatory  care 
is  provided.  Second,  the  changes  to  Medicare's  payment 
system  for  hospital  outpatient  services  mandated  by  the  BBA 
may  make  it  more  attractive  to  provide  such  services  in  other 
settings.  As  a  result,  ASCs  could  take  on  a  larger  role  within 
the  ambulatory  care  arena. 

Despite  the  rapid  overall  increase  in  the  number  of  ASCs 
certified  to  treat  Medicare  beneficiaries,  the  distribution  of 
these  facilities  across  the  country  is  uneven.  Although  ASCs 
are  located  nationwide,  90  percent  of  them  are  in  urban  areas, 
and  half  are  located  in  only  six  states:  California,  Florida, 
Maryland,  Texas,  Arizona,  and  Washington.  Jurisdictions  with 
the  fewest  numbers  of  ASCs  in  1996  were  Vermont,  Delaware, 
Alaska,  and  the  District  of  Columbia. 
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Table  4-5 


Illustrative  Calculation  of  Physician  Payment  for  Cataract  Surgery  in  Ohio,  1996 


Variable 


Physician 
Work 


Practice 
Expense 


Malpractice 
Expense 


Total 


Relative  Value  Units  9.89 

GPCI.  Ohio  0.991 

Surgical  Conversion  Factor  $40.7986 

Payment  amount  S  399.87 


12.66 
0.940 
S  40.7986 
S  485.52 


0.94 
1.049 

$40.7986 

$40.23 


23.49 


$925.62 


NOTE:  GPCI  =  geographic  practice  cost  index. 

SOURCE:  Federal  Register  60(236):63 1 23,  December  8, 1995. 


Table  4-6 


Twenty  Highest-Volume  Medicare  Services  Provided  in  Physicians'  Offices,  1996 

Cumulative 

Percent 

Percent 

Cumulative 

Allowed 

of  Total 

of  Total 

Number  of 

Percent 

Percent 

HCPCS 

Charges 

Allowed 

Allowed 

Services 

of  Total 

of  Total 

Code 

Description 

(In  Millions) 

Charges 

Charges 

(In  Thousands) 

Services 

Services 

99213 

Office/outpatient  visit,  established  patient,  moderate 

S  2,724 

14.2% 

14.2% 

81,564 

14.7% 

14.7% 

G0001 

Routine  venipuncture 

99 

0.5 

14.7 

33,009 

6  0 

20.7 

99214 

Office/outpatient  visit,  established  patient,  extended 

1,702 

3  9 

23.6 

32,650 

59 

26.6 

99212 

Office/outpatient  visit,  established  patient,  limited 

650 

34 

27.0 

27,909 

5  0 

31.7 

A2000 

Chiropractic  service 

293 

1.5 

28.5 

12,186 

2  7 

33.9 

81000 

Dipstick  urinalysis 

46 

0.2 

28  7 

10,612 

1  9 

35.8 

90724 

influenza  virus  vaccine,  injection 

43 

0  2 

28.9 

9,858 

1.8 

37.6 

93000 

12  lead  electrocardiogram 

276 

1.4 

30.3 

9,842 

I  8 

39.4 

G0008 

Influenza  virus  vaccine,  administration 

32 

0  2 

30.5 

8,726 

1  6 

40.9 

99211 

Office/outpatient  visit,  established  patient,  brief 

107 

06 

31.1 

8,141 

1  5 

42.4 

J2405 

Ondansetronhydrochloride 

47 

0.2 

31.4 

7,831 

1  4 

43.8 

99215 

Office/outpatient  visit,  established  patient,  extended 

585 

3.1 

34.4 

7,163 

1  3 

45.1 

92014 

Ophthalmological  service,  established  patient 

385 

20 

36.4 

7,018 

1  3 

46.4 

85024 

Hemogram  and  platelet  count 

79 

0  4 

36.8 

6,987 

1  3 

47.6 

95165 

Allergen  immunotherapy 

33 

02 

37.0 

6,473 

1  2 

48.8 

92012 

Ophthalmological  service,  new  patient 

264 

1.4 

38.4 

6,063 

1.1 

49.9 

71020 

Chest  X-ray,  two  views 

156 

0  9 

39.3 

5,524 

I  0 

50.9 

17002 

Destruction  of  lesions,  each  over  three 

53 

03 

39.6 

4,930 

0.9 

51.8 

Q0136 

Injection,  epoetin 

58 

0  3 

39.9 

4,829 

09 

52.7 

85610 

Prothrombin  time 

22 

0.1 

40.0 

4,101 

0  7 

53.4 

All  other  services 

11,480 

60.0 

100.0 

257,613 

46.6 

100.0 

Total 

19,149 

100.0 

553,029 

100.0 

NOTE:  Current  Procedural  Terminology  codes  and  descriptions  copyrighted  by  the  American  Medical  Association.  HCPCS  =  HCFA  Common  Procedure  Coding  System. 
OPD  =  hospital  outpatient  department. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  Physician/Supplier  5  percent  sample  Standard  Analytical  File  from  the  Health  Care  Financing  Administration, 
inflated  to  100  percent.  Numbers  may  not  add  due  to  rounding.   
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Table  4-7 


Growth  in  Number  of  Ambulatory  Surgical  Centers, 
1983-1997 


Number  of 

Percent 

ASCs  at 

Change  From 

Change  From 

Year 

Year  End 

Previous  Year 

Previous  Year 

1983 

239 

1984 

330 

91 

38.1% 

1985 

485 

155 

47.0 

1986 

670 

185 

38  I 

1987 

85i 

181 

27.0 

1988 

1,016 

165 

19.4 

1989 

1,153 

137 

13.5 

1990 

1,247 

94 

8  2 

1991 

1,382 

135 

108 

1992 

1,530 

148 

10  7 

1993 

1,715 

185 

12  1 

1994 

1,894 

179 

10.4 

1995 

2,072 

178 

9  4 

1996 

2,264 

192 

93 

1997 

2,470 

206 

9  I 

NOTE:  ASC  =  Ambulatory  Surgical  Center 

SOURCE:  Medicare  Ambulatory  Surgical  Center  Payment  Rate  Survey,  1992 
(HCFA  1994),  and  Medicare  Payment  Advisory  Commission  Analysis  of  Health  Care 
Financing  Administration  Online  Survey  and  Certification  Reporting  System  data. 


In  1995,  over  92  percent  of  Medicare-certified  ASCs  were 
proprietary  (see  Table  4-8).  Nearly  all  of  the  remainder  were 
non-profit  entities;  government-owned  ASCs  constituted  only 
a  small  fraction  of  the  total.  Type  of  ownership  does  not 
appear  to  be  correlated  with  geographic  location.  Nearly 
99  percent  of  ASCs  were  free-standing,  rather  than 
hospital-based  entities. 

There  is  currently  a  fairly  well-defined  description  of  a 
typical  ASC — urban,  proprietary,  and  free-standing.  While 
these  characteristics  could  change  given  the  right  incentives — 
changes  in  payment  amounts,  expanding  the  list  of 
Medicare-approved  procedures  (see  below),  or  changes  in 
certificate  of  need  (CON)  regulations — they  should  be  kept 
in  mind  in  light  of  the  BBA's  mandate  for  a  PPS  for  hospital 
outpatient  services.  If  ASCs  are  perceived  as  a  safety  valve, 
able  to  provide  additional  services  should  hospitals  begin 
to  limit  certain  services  due  to  constrained  payments,  they 
are  not  uniformly  available  to  all  Medicare  beneficiaries; 
nor  are  they  permitted  to  provide  the  full  range  of  Medicare- 
covered  services, 


Table  4-8 


Distribution  of  Medicare-Certified  Ambulatory  Surgical 
Centers,  by  Selected  Characteristics,  1995 


Characteristics 

Share 

Urban 

90.0% 

Rural 

10.0 

Proprietary 

92.3 

Non-profit 

73 

Government 

03 

Free-standing 

98.8 

Provider-based 

1.2 

NOTE:  Numbers  may  not  add  to  100  due  to  rounding. 

SOURCE:  Health  Care  Financing  Administration  Provider  of  Services  File 


ASC-approved  procedures  were  originally  assigned  to  four 
payment  groups,  with  payment  for  each  group  calculated  from 
cost  and  charge  data  from  40  ASCs.  In  early  1990,  HCFA 
increased  the  number  of  payment  groups  to  the  current  eight, 
based  on  1986  survey  data,  and  the  number  of  procedures  has 
also  grown  over  time.5  The  payment  rates  for  procedures  on 
the  ASC  list  are  updated  annually  For  fiscal  year  1998,  the 
rates  range  from  $314  to  $941. 

A  portion  of  the  payment  rate  is  adjusted  to  reflect  variation  in 
input  prices  attributable  to  local  area  wages.  The  adjustment 
is  made  using  the  corresponding  hospital  inpatient  PPS  wage 
index  for  the  local  labor  market  area.  The  Medicare  program 
payment  is  calculated  as  80  percent  of  the  wage-adjusted  rate, 
with  the  beneficiary  liable  for  the  remaining  20  percent  of 
this  amount.  If  multiple  procedures  are  performed  during  the 
same  operative  session  in  an  ASC,  the  program  payment  for 
the  highest-priced  procedure  is  calculated  as  described  above. 
For  all  lower-priced  procedures,  the  program  payment  is 
50  percent  of  the  wage-adjusted  rate  for  each  lower-priced 
procedure. 

The  ASC  rate  also  affects  payments  to  hospital  outpatient 
departments  that  provide  ASC-approved  procedures.  These 
services  are  subject  to  a  blended  payment,  in  which  part  of  the 
hospital's  payment  is  based  on  the  lesser  of  its  costs  or  charges, 
and  part  is  based  on  the  corresponding  ASC  payment  amount. 
Generally  the  resulting  payment  to  the  hospital,  including 
beneficiary  coinsurance,  is  less  than  its  reported  costs. 


A  ninth  group,  for  extracorporeal  Shockwave  lithotripsy,  is  not  used  for  payment. 
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Table  4-9 


Twenty  Highest-Volume  Ambulatory  Surgical  Center  Procedures  and  Aggregate  Payments,  1996 


Cumulative       Total  Cumulative 


HCPCS 

Percent 

Percent  of 

Payments 

Percent  of 

Percent  of 

Code 

Description  of  Service 

Volume 

of  Volume 

Volume 

(In  Millions) 

Payments 

Payments 

56984 

Remove  cataract,  insert  lens 

525.940 

34.5% 

34.5% 

$469.0 

55.1% 

55.1% 

56821 

After  cataract  laser  surgery 

174.160 

11.4 

45.9 

69.1 

8.1 

63.2 

43239 

Upper  Gl  endoscopy,  biopsy 

90.960 

6.0 

51.8 

33.5 

3  9 

67.2 

45378 

Diagnostic  colonoscopy 

70,140 

4.6 

56.4 

27.5 

3.2 

70.4 

45385 

Colonoscopy,  lesion  removal 

45,540 

3  D 

59.4 

17.9 

2.1 

72.5 

45380 

Colonoscopy  and  biopsy 

39,760 

2  5 

62.0 

14  9 

1  8 

74.3 

62289 

Injection  into  spinal  canal 

39,820 

2  5 

64.6 

11.8 

1.4 

75.7 

45384 

Colonoscopy 

26,500 

1.7 

66.3 

9.9 

1.2 

76.8 

43235 

Upper  Gl  endoscopy.diagnostic 

29,300 

1.9 

68.3 

7  5 

09 

77.7 

57904 

Follow-up  surgery  of  eye 

13,160 

0  9 

69.1 

6.8 

08 

78.5 

52000 

Cystoscopy 

23,600 

1  6 

70.7 

6.7 

0  8 

79.3 

62278 

Inject  spinal  anesthetic 

19,800 

1.3 

72.0 

58 

07 

80.0 

66170 

Glaucoma  surgery 

13.060 

0.9 

72.8 

5.0 

0  6 

80.6 

28285 

Repair  of  hammertoe 

13.380 

j  3 

73.7 

4.8 

0.6 

81.1 

64721 

Carpal  tunnel  surgery 

11,080 

2  7 

74.4 

42 

05 

81.6 

49505 

Repair  inguinal  hernia 

7,140 

0.5 

74.9 

4  1 

0  5 

82  1 

29881 

Knee  arthroscopy/surgery 

7.360 

05 

75.4 

4  1 

05 

82.6 

55700 

Biopsy  of  prostate 

9.400 

0  5 

76.0 

3.7 

0  4 

83  0 

43248 

Upper  Gl  endoscopy/guidewire 

8.560 

0  5 

76.6 

3.1 

0  4 

83.4 

19120 

Removal  of  breast  lesion 

5.800 

0  4 

76.9 

2.7 

03 

83.7 

All  other  ASC  procedures 

352.220 

23  1 

100.0 

138.9 

16.3 

100.0 

Total 

1.526.680 

100.0 

850.8 

100.0 

NOTE:  Volume  and  payment  estimates  derived  by  inflating  5  percent  sample  file  to  100  percent.  Current  Procedural  Terminology  codes  and  descriptions  copyrighted  by  the 
American  Medical  Association.  HCPCS  =  HCFA  Common  Procedure  Coding  System.  Gl  =  Gastro-intestinal.  ASC  =  Ambulatory  Surgical  Center. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  Physician/Supplier  5  percent  sample  Standard  Analytical  File  from  the  Health  Care  Financing  Administration. 


The  differences  in  payments  for  the  same  service  that  result 
from  setting-specific  payment  methodologies  also  affect  the 
coinsurance  charged  to  beneficiaries  (or  their  supplemental 
insurer).  When  a  Medicare  beneficiary  receives  a  service  in 
an  ASC,  the  coinsurance  amount  is  20  percent  of  the  corre- 
sponding wage-adjusted  ASC  rate.  In  contrast,  beneficiary 
coinsurance  for  hospital  outpatient  services  is  calculated  as  20 
percent  of  the  hospital  s  charges.  Since  charges  are  generally 
higher  than  costs,  the  beneficiary  is  liable  for  a  higher  share  of 
the  total  payment  that  the  hospital  receives.  Most  beneficiaries 
are  insulated  from  the  direct  effects  of  this  disparity  because 
they  are  covered  by  some  form  of  third-party  supplemental 
coverage  such  as  a  Medigap  policy  or  Medicaid.  However, 
Medigap  premiums  are  increasing  rapidly,  which  may  lead 
some  beneficiaries  to  drop  coverage.  Any  such  direct  impacts 
are  likely  to  be  most  acute  for  beneficiaries  living  in  areas 
without  alternative  settings  such  as  ASCs. 


Only  certain  procedures  are  approved  to  be  performed  in 
ASCs  under  Medicare  regulations.  HCFA's  coverage  of  ASC 
services  is  intended  to  fill  a  middle  ground  as  a  substitute 
setting  for  expensive  inpatient  surgery,  but  without  duplicating 
the  capacity  of  physicians'  office  care.  Thus,  HCFA  defines 
these  services  as  procedures  that  are  delivered  on  an  inpatient 
basis,  but  can  also  be  provided  safely  in  an  outpatient  facility. 
In  general,  these  procedures  require  less  than  90  minutes 
of  operating  room  time  and  four  hours  of  recovery  time. 
Procedures  frequently  performed  in  physicians'  offices  are 
specifically  excluded  from  the  approved  list. 

There  are  currently  about  2,400  procedures  that  ASCs  are 
approved  to  provide  to  Medicare  beneficiaries.  Of  these, 
ASCs  actually  provided  about  1,100  to  Medicare  beneficiaries 
in  1996.  The  20  highest-volume  surgeries  performed  in 
ASCs — ocular  procedures,  injections,  biopsies,  and  various 
scope  procedures — accounted  for  roughly  80  percent  of  both 
ASC  service  volume  and  Medicare  payments  (see  Table  4-9). 
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Table  4-10 


Provision  of  Cataract  Extraction  and  Intraocular 
Lens  Insertion,  by  Setting,  1996 


Setting  Share 


Hospital  outpatient  departments  60.3% 

Ambulatory  surgical  centers  34.6 

Physicians'  offices  4.0 

Hospital  inpatient  1.0 

All  other  settings  0  1 

Total  100.0 


SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  Physician/Supplier 
5  percent  sample  Standard  Analytical  File  from  the  Health  Care  Financing 
Administration. 


The  distribution  of  volume  within  the  list  of  top  procedures  is 
even  more  striking.  A  single  procedure,  removal  of  cataract 
and  insertion  of  intraocular  lens  (HCPCS  code  669S4), 
accounted  for  35  percent  of  Medicare  ASC  volume  and  over 
55  percent  of  Medicare  payments  to  ASCs. 

In  addition  to  making  up  most  of  Medicare  payments  to  ASCs, 
cataract  extraction  and  lens  insertion  is  also  one  of  the  few 
procedures  of  any  notable  volume  for  which  ASCs  account  for 
a  substantial  percentage  of  the  total  across  ambulatory  settings. 
Before  1980,  this  procedure  was  performed  almost  exclusively 
on  an  inpatient  basis;  concomitant  with  implementation  of  the 
inpatient  PPS,  however,  technological  advances  permitted  out- 
patient cataract  surgeries  to  increase  rapidly,  with  inpatient 
volume  falling  at  an  equally  fast  pace.  Ten  years  later,  it  is 
almost  exclusively  an  ambulatory  procedure.  It  was  performed 
about  35  percent  of  the  time  in  ASCs  in  1996,  compared  with 
about  60  percent  in  hospital  outpatient  departments,  and 
5  percent  in  all  other  settings  combined  (see  Table  4-10). 

Other  Ambulatory  Care  Providers 

While  hospital  outpatient  departments,  ambulatory  surgical 
centers,  and  physicians'  offices  account  for  the  bulk  of  ambula- 
tory care  provided  to  Medicare  beneficiaries,  two  other 
types  of  facilities  provide  these  services  to  rural  or  otherwise 
underserved  populations. 

Rural  Health  Clinics 

The  Rural  Health  Clinic  (RHC)  program  was  established  in 
1977  to  increase  access  to  primary  care  services  for  Medicare 
beneficiaries  residing  in  rural  areas.  To  be  designated  as  an 
RHC  under  Medicare,  a  clinic  must  be  located  in  a  rural  area 
that  is  medically  underserved.  An  underserved  area  may  be  a 


health  professional  shortage  area,  or  a  medically  underserved 
area  as  designated  by  the  Public  Health  Service,  or  a  shortage 
area  designated  by  the  governor  of  the  state  in  which  the  area 
is  located.  Prior  to  the  passage  of  the  BBA,  clinics  certified  as 
RHCs  were  permitted  to  retain  that  status  even  when  tiieir 
area  no  longer  met  die  rural  and  underserved  criteria.  The 
BBA,  however,  strengthened  the  shortage  area  criterion  by 
requiring  facilities  to  be  located  in  areas  where  there  are 
insuf  ficient  numbers  of  practitioners  as  determined  by  the 
Secretary  of  Health  and  Human  Services.  Under  the  BBA, 
shortage  areas  will  be  redesignated  every  three  years,  and 
existing  RHCs  will  retain  their  status  only  if  the  Secretary 
determines  they  are  necessary  for  the  delivery  of  primary 
care  services  in  that  geographic  area. 

The  program  employs  two  major  techniques  to  improve  the 
delivery  of  health  care  services  in  rural  areas.  First,  Medicare 
makes  payments  directly  to  mid-level  practitioners  such  as 
nurse  practitioners  for  services  furnished  in  rural  health 
clinics.  Second,  Medicare  payments  to  rural  health  clinics 
are  based  on  costs,  subject  to  limits  established  in  the  law. 
This  cost-based  payment  system  was  designed  to  help  ensure 
the  financial  viability  of  these  facilities. 

These  policies  did  not  generate  the  level  of  participation  in 
the  rural  health  clinic  program  that  Congress  had  intended. 
As  late  as  19S6,  HCFA  counted  only  435  rural  health  clinics. 
Accordingly,  the  Congress  amended  the  original  Rural 
Health  Clinic  law  to  increase  participation.  The  Omnibus 
Budget  Reconciliation  Act  (OBRA)  of  1987  increased  the 
payment  limits  for  RHC  services  and  established  annual 
updates  to  these  caps  based  on  the  Medicare  Economic- 
Index.  Subsequent  legislation  in  1989  allowed  governors  to 
designate  health  care  shortage  areas  within  the  states,  thereby 
increasing  the  number  of  areas  where  RHCs  could  locate. 
That  legislation  also  required  HCFA  to  disseminate  RHC 
application  materials  to  hospitals,  skilled  nursing  facilities, 
and  home  health  agencies  as  a  way  of  promoting  participation 
in  the  program.  Legislation  in  1990  required  HCFA  to  expe- 
dite the  approval  time  for  RHC  certification. 

The  revisions  to  the  RHC  statutes  resulted  in  a  dramatic 
increase  in  the  number  of  RHCs  in  the  1990s.  By  the  end  of 
1997,  HCFA  counted  3,538  rural  health  clinics,  located  in  all 
but  five  states  (see  Table  4-11).  In  1998,  53  percent  of  rural 
health  clinics  were  free-standing  facilities.  Medicare  spending 
for  rural  health  clinic  services  has  grown  at  an  annual  rate  of 
31  percent  since  1991,  from  $44  million  to  $220  million  in 
fiscal  year  1997. 
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Table  4-11 


Medicare  Spending  for  Rural  Health  Clinics  and 
Federally  Qualified  Health  Centers,  Fiscal  Years 
1991-1997 


Rural  Health  Clinics 


Federally  Qualified  Health  Centers 


Year 

Number 

Spending 
(In  Millions) 

Number 

Spending 
(In  Millions) 

1991 

753 

$44 

1992 

947 

67* 

717 

1993 

1.322 

56 

1,202 

S44 

1994 

1.989 

78 

1.416 

69 

1995 

2.642 

125 

1,573 

86 

1996 

3.209 

182 

1,710 

110 

1997 

3.538 

220 

1.787 

123 

*  Includes  payments  for  both  Rural  Health  Clinics  and  Federally  Qualified  Health 
Centers. 

SOURCE:  Health  Care  Financing  Administration.  Office  of  Actuary,  and  Online 
Survey  and  Certification  Reporting  System. 


RHCs  are  paid  by  Medicare  on  a  cost  basis,  subject  to  per-visit 
limits.  Prior  to  the  BBA,  only  independent  RHCs  were  subject 
to  these  limits;  provider-based  RHCs  were  paid  Medicare 
reasonable  costs.  Beginning  in  January  1998,  all  rural  health 
clinic  services  are  subject  to  per-visit  limits.  Medicare  benefi- 
'  ciaries  are  responsible  for  20  percent  coinsurance. 

Rural  health  clinics  must  provide  a  core  set  of  services 
including  physician  services,  services  provided  by  a  physician 
assistant,  nurse  practitioner/midwife,  clinical  psychologist, 
or  social  worker;  services  and  supplies  incident  to  these 
providers;  pneumococcal  and  influenza  vaccines  and  their 
administration;  and  visiting  nurse  home  health  services  (in 
specially  designated  areas). '■  The  RHC  benefit  allows  for 
the  provision  of  services  in  clinics,  a  skilled  nursing  facility, 
in  the  patient's  home,  or  at  other  locations  such  as  the  scene 
i  of  an  accident. 

The  services  furnished  by  rural  health  clinics  are  similar  to 
those  provided  in  physicians'  offices,  with  differences  reflect- 
ing RHCs'  ability  to  provide  care  in  a  variety  of  settings.  RHC 
service  volume  is  concentrated  among  a  small  number  of 
services.  In  1996,  the  top  20  most  commonly  provided  services 
I  accounted  for  more  than  88  percent  of  total  RHC  service 
volume  (ProPAC  1997). 


Federally  Qualified  Health  Centers 

OBRA  1989  also  established  the  FQHC  program  for 
Medicaid.  These  health  clinics  serve  a  medically  underserved 
population  or  special  populations  such  as  migratory  and  sea- 
sonal agricultural  workers,  the  homeless,  and  residents  of 
public  housing.  Legislation  in  1990  expanded  the  program  to 
allow  Medicare  payment  for  services  provided  in  these  clinics. 
A  faculty  qualifies  as  an  FQHC  if  it  receives  a  grant  from  the 
Public  Health  Service,  or  if  it  is  determined  by  the  Secretaiy 
of  Health  and  Human  Services  to  meet  the  requirements  for 
receiving  such  a  grant.  In  1997,  HCFA  counted  1,787  federally 
qualified  healdi  centers,  to  which  Medicare  paid  $123  million 
for  services  provided  to  its  beneficiaries  (see  Table  4-11). 

Federallv  qualified  health  centers  are  paid  their  costs  subject 
to  per-visit  limits.  There  are  separate  payment  limits  for  both 
urban  and  rural  facilities,  which  are  updated  annually  by  the 
Medicare  Economic  Index.  FQHC  services  are  subject  to  a 
20  percent  coinsurance,  but  facilities  must  apply  a  sliding 
fee  discount  to  die  coinsurance,  depending  on  a  beneficiary's 
ability  to  pay  (HHS  ORHP  1995). 

FQHCs  provide  the  same  core  services  as  RHCs — physician 
services,  services  furnished  by  mid-level  practitioners,  psychol- 
ogist services,  clinical  social  worker  services,  and  visiting  nurse 
services,  as  well  as  preventive  services.  Most  services  provided 
by  FQHCs  are  also  furnished  in  physicians'  offices.  The 
volume  of  Medicare  services  furnished  by  FQHCs  is  highly 
concentrated  among  a  small  number  of  procedures.  The  20 
most  commonly  provided  FQHC  services  represent  slightly 
more  than  98  percent  of  the  total  volume  in  this  setting. 

PAYMENTS  AND  PATTERNS  OF  UTILIZATION 
ACROSS  AMBULATORY  SETTINGS 

As  discussed  above,  Medicares  payment  for  ambulatory  care 
services  varies  both  by  the  type  of  facility  and  within  facility 
types  by  other  characteristics.  In  addition,  because  of  the  way 
Medicare  calculates  payments  for  hospital  outpatient  services, 
it  has  been  difficult  to  make  direct  comparisons  across  settings. 
When  the  PPS  for  hospital  outpatient  services  is  implemented 
in  1999,  however,  each  outpatient  service  will  have  an  associat- 
ed predetermined  payment  amount  that  can  be  compared 
with  the  corresponding  payment  for  other  settings.  Together 
with  changes  in  payment  methods  applicable  to  other  ambula- 
tory settings,  the  hospital  outpatient  PPS  offers  a  tremendous 
opportunity  for  Medicare  to  begin  to  standardize  its  ambula- 
tory care  payment  system. 


Visiting  nurse  services  are  covered  in  areas  where  there  is  a  shortage  of  home  health  agencies. 
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Table  4-12 


Median  Hospital  Payment,  ASC  Rates,  and  Physician  Practice  Expense  Amounts,  and  Distribution  of  Services 
Across  Settings  for  Highest-Volume  Hospital  Outpatient  Services,  by  Hospital  Payment  Method,  1996 


Hospital 
Payment 
Method 

HCPCS 
Code 

Description 

Median 
Hospital 
Payment 

ASC 
Rate 

Physician 

Practice 

Expense 

Total 
Volume 

(In  Thousands) 

Percent  of  Services  Provided  in: 
Physici; 

OPDs          ASCs  Offices 

ASC  Surgery 

43239 

Upper  Gl  endoscopy,  with  biopsy 

$375 

$408 

$  140 

602 

77.1% 

15.1% 

7.8% 

45378 

Diagnostic  colonoscopy 

358 

408 

1 69 

532 

78.1 

13.2 

8.7 

45380 

Colonoscopy  with  biopsy 

394 

408 

1 95 

251 

77.5 

15.8 

6.7 

45385 

Colonoscopy  with  lesion  removal 

410 

408 

271 

260 

74.1 

17.5 

8.4 

66984 

Extract  cataract,  insert  lens 

1,150 

903 

517 

1,544 

622 

34.1 

37 

Radiology 

71010 

Chest  X-ray,  one  view 

30 

16 

2,330 

66.7 

_ 

33.3 

71020 

Chest  X-ray,  two  views 

30 

20 

11,016 

49.9 

_ 

50  I 

73510 

X-ray  of  hip 

32 

19 

1,561 

37.0 

63.0 

70450 

CT  Scan  of  brain/head 

1 88 

156 

710 

86.4 

_ 

13.6 

76091 

Mammography,  both  breasts 

39 

43 

2,115 

49.9 

_ 

50.1 

Diagnostic 

93000/05/10 

12  lead  electrocardiogram 

14 

15 

16,233 

32.2 

67.7 

93015/16/17 

Cardiovascular  stress  test 

52 

55 

1,812 

37.6 

62.4 

93307 

Echo-heart 

93 

127 

1,974 

31.7 

68.3 

93880 

Duplex  scan  of  extracranial  arteries 

108 

123 

1,284 

47.8 

52.2 

94760 

Blood  oxygen  level  (oxymetry) 

1 1 

9 

2,305 

55.6 

44.4 

Cost-based 

99201 

Office  or  outpatient  visit,  new  patient  85 

13 

7,342 

90.7 

9.3 

99213 

Office  or  outpatient  visit, 

established  patient 

54 

138 

3,595 

25 

97.5 

99281 

Emergency  visit,  brief 

70 

35 

1,246 

100.0 

0.0 

99282 

Emergency  visit,  limited 

81 

13 

1,846 

100.0 

0.0 

99283 

Emergency  visit,  moderate 

1 18 

17 

2,226 

100.0 

0.0 

NOTE:  Hospital  payments  do  not  include  formula-driven  overpayment.  ASC  payment  amounts  and  physician  practice  expense  amounts  are  base  rates;  hospital  payment  amounts 
are  deflated  to  adjust  for  differences  in  local  area  input  prices.  Volume  estimates  are  inflated  from  5  percent  sample.  Current  Procedural  Terminology  codes  and  descriptions 
copyrighted  by  the  American  Medical  Association.  HCPCS  =  HCFA  Common  Procedure  Coding  System.  ASC  =  Ambulatory  Surgical  Center.  OPD  =  Hospital  Outpatient  Department. 
Gl  =  Gastro-intestmal 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  HCFA  Hospital  Outpatient  5  percent  sample  Standard  Analytical  File,  1996;  Federal  Register,  September  26, 1995; 

Federal  Register,  December  8, 1995. 


To  provide  a  baseline  for  comparing  payments  across  ambula- 
tory settings,  MedPAC  investigated  the  range  of  variation  in 
payments  and  whether  payments  appeared  to  drive  the  choice 
of  setting  in  the  provision  of  these  services.  Since  sendees 
prov  ided  in  RHCs  and  FQHCs  make  up  a  small  fraction  of 
total  ambulatory  care  service  volume,  the  investigation  focused 
on  the  three  major  settings:  hospital  outpatient  departments, 
ambulatory  surgical  centers,  and  physicians'  offices. 

The  analysis  is  based  on  1996  data,  since  it  is  the  most  recent 
year  for  which  systematic  cost  and  payment  data  are  available 


for  hospital  outpatient  departments.  The  claims  file  consisted 
of  HCFAs  5  percent  sample  files  of  paid  claims  in  the  hospital 
outpatient,  ASC,  and  physician  office  settings.  Costs  of  (and 
thus  payments  for)  hospital  outpatient  services  were  estimated 
using  fiscal  year  1995  cost  report  data,  projected  to  1996. 
Program  and  beneficiary  payments  were  calculated  for  each 
setting  following  regulations  and  fee  schedule  amounts  in 
effect  in  1996,  with  the  exception  of  the  so-called  formula- 
driven  overpayment  (FDO)  that  applied  to  hospital  outpatient 
payments.'  Payments  for  clinical  laboratory  services  were 


Between  1986  and  1990,  in  an  attempt  to  control  expenditures  for  hospital  outpatient  services,  the  Congress  implemented 
blended  payment  limitations  for  ASC-approved  surgeries  and  certain  radiology  and  other  diagnostic  procedures  when  provided  in 
a  hospital  OPD.  Under  the  blended  method,  a  portion  of  a  hospital's  payment  is  based  on  the  lesser  of  its  costs  or  charges,  and  a 
portion  based  on  a  fee  schedule  amount — either  the  ASC  rate  for  surgeries  or  the  corresponding  Medicare  Fee  Schedule  amount 
for  radiology  and  diagnostic  services.  The  formulas  used  to  calculate  the  blended  amounts  were  incorrect,  however.  As  a  result, 
the  Medicare  program  did  not  receive  the  full  offset  of  beneficiary  copayments  in  determining  its  liability,  and  hospitals  received 
a  higher  payment  than  the  Congress  originally  intended.  This  is  known  as  formula-driven  overpayment,  or  FDO.  This  flaw  was 
corrected  by  the  BBA 

In  developing  its  comparative  analyses,  MedPAC  determined  that  it  would  be  more  useful  for  assessing  payment  across  ambulatory 
settings  to  model  the  effect  of  the  formula  correction  as  though  it  had  taken  effect  in  our  base  year,  1996.  While  not  historically  cor- 
rect, this  method  is  believed  to  provide  a  more  accurate  portrayal  of  the  payment  relationships  across  ambulatory  settings  that  will 
exist  once  the  BBAs  provisions  are  enacted,  and  that  it  will  not  confuse  the  effects  of  the  outpatient  PPS  with  other  BBA  provisions. 
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not  modeled,  since  thev  are  already  paid  on  a  fee  schedule 
regardless  of  setting,  and  are  unaffected  bv  specific  BBA  pro- 
\isions. 

For  each  of  the  four  different  methods  used  to  calculate 
pavment  for  hospital  outpatient  services.  MedPAC  compared 
j  the  facilitv  payments  for  hospital  OPDs.  ASCs.  and  physicians' 
offices.  The  analysis  included  the  five  highest  volume  senices 
and  procedures  in  each  method,  that  together  make  up 
40  percent  of  total  Medicare  hospital  outpatient  volume 
I  (see  Table  4-12).  These  data  show  considerable  variation  in 
,  the  facility  payment  among  these  settings.  In  the  most  extreme 
case,  the  median  payment  to  hospitals  for  some  emergency 
visits  is  sis  to  seven  times  greater  than  the  corresponding 
practice  expense  payment  to  physicians. 

However,  two  other  factors  are  also  evident.  First,  there  is  no 
corresponding  ASC  payment  rate  for  manv  services,  because 

)  the  services  that  ASCs  can  provide  to  Medicare  beneficiaries 

j  are  limited  bv  specific  regulations.  Second,  while  differences 
in  payments  exist,  the  pavment  to  the  hospital  was  not  always 
the  highest,  as  might  be  expected.  In  fact,  of  these  20  services, 
the  median  hospital  payment  was  higher  in  only  twelve  cases. 
The  base  ASC  rate  was  higher  than  the  median  hospital  pav  - 
ment in  three  of  the  fiv  e  highest  v  olume  ASC  services,  and  the 
practice  expense  component  of  the  Medicare  Fee  Schedule 

j  was  higher  than  the  hospital  payment  for  five  services.  Of 
these  four  rvpes  of  services,  only  for  cost-based  services  such 
as  evaluation  and  management  visits  was  the  hospital  pavment 
uniformly  higher  than  that  for  any  other  setting  in  which  it 
could  be  provided.  Even  this  distribution  may  be  illusory, 
however.  As  noted  above,  HCFA  instructs  hospitals  to  use  this 
single  code  for  all  of  their  outpatient  evaluation  and  manage- 
ment visits.  It  is  possible  that  over  90  percent  of  the  claims 

i   for  the  simple  new  patient  outpatient  visit  are  actually  claims 
for  emergency  services. 

The  differences  in  payment  amounts  present  only  part  of  the 
picture,  however.  For  many  of  the  services  presented  here — 
emergency  services  and  office  or  outpatient  visits — the  volume 
\  of  the  service  is  almost  wholly  concentrated  in  a  single  setdng. 
i  In  these  cases,  viewing  the  lowest  pavment  among  settings  as  a 
baseline  may  not  be  warranted  if  a  procedure  is  not  performed 
in  that  setting  due  to  practice  patterns  or  regulations.  In  those 
|  categories  for  which  the  service  volume  is  more  evenly  distrib- 
j  uted,  the  services  are  generally  simple  diagnostic  and  imaging 
j  tests — chest  X-rays,  ECGs,  mammography,  cardiovascular 
stress  tests,  and  echocardiography. 


The  patterns  of  service  provision  among  ambulatory  settings 
do  not  seem  to  be  strongly  influenced  by  payment  amount. 
For  example,  hospitals  provided  die  largest  share  of  ASC 
approved  surgeries,  even  though  the  ASC  rate  was  higher 
than  the  median  hospital  pavment  in  three  of  the  five  ASC 
surgeries.  The  provision  of  radiology  and  other  diagnostic 
services  is  divided  between  hospital  outpatient  departments 
and  physicians"  offices,  although  there  is  a  tendency  to 
provide  other  diagnostic  services  in  the  physicians'  office 
setting.  However,  while  the  practice  expense  payment  for 
these  services  was  higher  than  the  median  hospital  payment, 
the  association  between  the  higher  pavment  amount  and 
volume  is  not  strong.  Emergency  services  were  generally 
provided  in  die  hospital  setting. 

The  same  lack  of  association  between  payments  and  volume  is 
evident  when  comparing  die  highest  volume  services  provided 
in  ASCs  (see  Table  4-13).  The  ASC  rate  is  higher  than  the 
hospital  pavment  for  11  of  these  20  procedures,  but  most  of 
tiiese  procedures  were  provided  in  hospital  outpatient  depart- 
ments. In  fact,  of  tiiese  20  procedures,  ASCs  provided  the 
majority  of  services  across  ambulatory  settings  in  only  one 
instance  (HCPCS  code  67904),  and  that  by  only  a  slight 
margin.3  MedPAC  will  continue  to  investigate  the  distribution 
of  services  across  settings,  however,  and  will  conduct  a  more 
detailed  examination  of  the  shares  of  services  by  specific 
market  or  other  geographic  characteristics. 

In  general,  the  provision  of  ambulatory  care  currently  tends 
to  be  segregated  by  setting.  There  are  a  number  of  possible 
reasons  for  this  distribution,  all  of  which  have  implications  for 
rationalizing  Medicare's  pavment  for  ambulatory  care  across 
these  settings.  For  example,  there  is  no  ASC  volume  and  no 
ASC  pavment  amount  for  most  ambulatory  care  services 
because  of  Medicare's  limits  on  the  services  ASCs  can  provide. 
Clinical  decisions  seem  to  have  driven  the  distribution  of 
services;  for  example,  major  acute  emergency  care  requires 
the  medical  staff  and  resources  present  in  a  hospital  outpatient 
department;  few  of  these  events  could  have  been  adequately 
treated  in  less  intensive  settings.  Conversely,  it  is  probably 
not  efficient  for  hospital  outpatient  departments  to  provide 
low-intensity  evaluation  and  management  visits;  these  are 
wholly  provided  in  physicians'  offices. 

If  the  incentive  for  providing  a  service  in  one  setting  over 
another  were  primarily  financial,  the  majority  of  medical  visits 
would  have  occurred  in  the  hospital  outpatient  setting,  yet 
this  is  not  the  case.  The  relationship  between  payments  and 


■  Despite  the  limitation  of  the  ASC  list  to  procedures  that  are  not  commonly  provided  in  physicians'  offices,  these  data  indicate 
that  for  a  number  of  ASC  services,  a  substantial  share  of  the  total  among  ambulatory  care  settings  is  provided  in  physicians' 
offices.  This  distribution  may  reflect  recent  technological  advances  that  permit  the  provision  of  these  services  in  even  less  intensive 
settings  than  ASCs. 
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Table  4-13 


Median  Hospital  Payment,  ASC  Rates,  and  Physician  Practice  Expense  Amounts,  and  Relative  Provision  by  Setting 
for  Highest-Volume  ASC  Services,  1996 


Percent  of  Services  Provided  in: 


HCPCS 

Hospital 

ASC 

Practice 

Total  Volume 

Physicians' 

Code 

Description 

Payment 

Rate 

Expense 

(In  Thousands) 

OPDs 

ASCs 

Offices 

66984 

Remove  cataract,  insert  lens 

$1,150 

$903 

$517 

1,544 

62.2% 

34.1% 

3.7% 

66821 

After  cataract  laser  surgery 

302 

408 

155 

635 

26.0 

27.4 

46.6 

43239 

Upper  Gl  endoscopy,  biopsy 

375 

408 

140 

602 

77.1 

15.1 

7.8 

45378 

Diagnostic  colonoscopy 

358 

408 

169 

532 

78.1 

13.2 

8.7 

45385 

Colonoscopy,  lesion  removal 

410 

408 

271 

260 

74.0 

17.5 

8.4 

62289 

Injection  into  spinal  canal 

234 

304 

37 

232 

75.4 

17.1 

7.5 

45380 

Colonoscopy  and  biopsy 

394 

408 

195 

251 

77.5 

15.8 

6  / 

43235 

Upper  Gl  endoscopy,  diagnostic 

298 

304 

106 

214 

76.9 

13.7 

9.5 

45384 

Colonoscopy 

417 

408 

230 

191 

83.1 

13.9 

3.0 

52000 

Cystoscopy 

309 

304 

54 

742 

18  1 

3.2 

78.7 

62278 

Inject  spinal  anesthetic 

237 

304 

34 

149 

77.9 

13.3 

8.8 

28285 

Repair  of  hammertoe 

835 

467 

178 

61 

33.8 

21.9 

44.2 

67904 

Follow-up  surgery  of  eye 

811 

576 

312 

26 

35.4 

50.9 

13.8 

66170 

Glaucoma  surgery 

919 

5/6 

496 

31 

51.2 

42.3 

6.4 

43450 

Dilate  esophagus 

238 

304 

24 

50 

51.9 

22.6 

25.5 

64721 

Carpal  tunnel  surgery 

638 

408 

200 

74 

82.6 

14.9 

2.5 

64442 

Injection  for  nerve  block 

308 

804 

41 

42 

32  1 

23.0 

44.9 

64443 

Injection  for  nerve  block 

280 

304 

22 

31 

14.4 

30.8 

54.8 

55700 

Biopsy  of  prostate 

229 

408 

61 

237 

13.1 

4.0 

83.0 

43248 

Upper  Gl  endoscopy/guidewire 

345 

408 

140 

55 

82.0 

15.6 

2.4 

NOTE:  List  is  sorted  by  decending  ASC  volume,  not  shown  in  table.  Total  volume  is  for  ambulatory  settings  only.  Hospital  payments  do  not  include  formula-driven 
overpayment.  ASC  payment  amounts  and  physician  practice  expense  amounts  are  base  rates;  hospital  payment  amounts  are  deflated  to  adjust  for  differences  in  local 
area  input  prices.  Volume  estimates  are  inflated  from  5  percent  sample.  Current  Procedural  Terminology  codes  and  descriptions  copyrighted  by  the  American  Medical  Association. 
HCPCS  =  HCFA  Common  Procedure  Coding  System.  ASC  =  Ambulatory  Surgical  Center.  OPD  =  Hospital  Outpatient  Department.  Gl  =  Gastro-intestinal. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  Physician/Supplier  5  percent  sample  Standard  Analytical  File  from  the  Health  Care  Financing  Administration., 
1996;  Federal  Register.  September  26, 1995;  Federal  Register,  December  8, 1995. 


costs  would  be  more  revealing,  but  we  do  not  have  systematic 
data  on  this  relationship  for  two  of  the  three  major  ambulatory 
care  settings. 

Moreover,  payments  for  ambulatory  services  vary  not  only 
among  settings,  but  within  the  hospital  setting  as  well.  For 
example,  base  facility  payment  rates  for  cataract  extraction  and 
lens  insertion  were  $517  and  $903  in  the  physicians'  office  and 
ASC  respectively  in  1996,  while  the  median  payment  to  hospi- 
tals (not  including  the  formula-driven  overpayment)  was 
$1,150.  But  the  median  payment  to  the  smallest  rural  hospitals 
was  nearly  $1,400,  while  the  corresponding  payment  to  large 
urban  facilities  was  only  about  $1,050.  Thus,  the  variation  in 
payments  across  hospital  types  was  greater  than  the  variation 
between  the  hospital  median  payment  and  the  corresponding 
ASC  rate.  MedPAC  wall  continue  to  investigate  the  variation  in 
the  relationships  between  hospital  outpatient  service  payments 
and  costs. 


IMPLICATIONS 

MedPAC  has  on  numerous  occasions  affirmed  the  general 
principle  that  payment  considerations  should  not  unduly  influ- 
ence the  setting  in  which  an  ambulatory  service  is  provided. 
The  Commission  noted  that  establishing  an  appropriate 
balance  between  payments  and  costs  in  all  settings  will 
become  increasingly  important  as  providers  become  more 
integrated  financially  and  develop  the  capacity  to  enhance 
their  overall  revenues  by  moving  patients  and  services  among 
settings  (MedPAC  1998).  All  else  being  equal,  Medicare 
should  pay  for  ambulatory  care  based  on  the  service,  not 
the  setting  in  which  it  is  provided.  Rationalizing  Medicare 
payment  for  ambulatory  care  services  across  settings  hinges 
on  two  major  points:  how  services  are  defined,  and  the  degree 
to  which  payment  considerations  affect  the  choice  of  the 
setting  in  which  they  are  provided. 
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Services 

Although  senices  provided  in  different  ambulatory  settings 
:  use  a  common  coding  system — HCPCS — to  identify  and 
classify  senices,  it  is  possible  that  the  senices  may  be  substan- 
tively different  among  settings.  Even  simple  senices  such  as 
plain  film  X-ravs  could  be  qualitatively  different,  depending 
on  the  setting  in  which  they  pro\ided.  Qualitative  differences 
are  likely  to  be  reflected  in  higher  costs;  unfortunately  system- 
atic and  generally  accepted  cost  data  are  not  yet  available 
for  two  of  the  three  major  ambulator)-  settings  examined  here. 
However,  a  number  of  conceptual  areas  that  mav  affect  senice 
J  costs  can  be  identified. 

Patient  characteristics  may  affect  the  costs  of  providing  ser- 
vices and  thus  may  differentiate  a  coded  senice  provided  in 
one  setting  from  the  same  coded  senice  in  another.  Coexisting 
conditions  or  comorbidities  can  affect  the  cost  of  providing 
a  senice.  For  example,  the  cost  of  a  plain  film  X-ray  for  a 
vounger,  healthy  beneficiary  when  performed  in  a  free-stand- 
ing radiology  center  is  likely  to  be  lower  than  the  cost  of  the 
same  senice  provided  to  an  elderly,  frail,  wheelchair-bound 
beneficiary  seen  in  the  hospital  outpatient  department.  Thus, 
while  the  HCPCS  code  used  to  identify  the  service  is  the  same 
in  both  settings,  the  senice  is  qualitatively  different. 

The  degree  to  which  comorbidities  and  other  patient 
characteristics  affect  ambulatory  senice  costs  has  not  been 

1  systematically  investigated.  One  study  found  no  difference 
in  patient  characteristics  for  those  who  received  certain 
procedures  in  ASCs  and  hospital  OPDs,  but  the  sample  used 
to  derive  these  results  was  small  (HHS  OIG,  1991).  An  earlier 
study  found  a  similar  lack  of  differentiation  between  the 
groups  of  patients  who  received  senices  in  OPDs,  compared 
with  those  who  received  the  same  senices  in  physicians' 
offices,  a  finding  which  the  authors  indicated  confirmed  even 
earlier  studies  (Lion  and  Altman  19S2).  MedPAC  will  continue 
to  investigate  the  extent  to  which  patient  characteristics  differ 

i  across  ambulatory  settings  as  the  BBA's  ambulatory  care 

1  provisions  are  implemented. 

Other  factors  that  may  contribute  to  differentiating  same- 
coded  services  among  ambulatory  settings  include  stand-by 
and  resene  capacity  that  hospitals  must  maintain  at  levels 
not  required  in  less  intensive  settings.  Hospitals  must  allocate 
I  resources  to  maintaining  these  capacities  to  anticipate 
i  emergency  situations  or  other  public  health  requirements. 
For  example,  hospitals  that  operate  emergency  departments 
generally  do  so  on  a  24-hour  basis,  engendering  additional 
costs  for  staff,  utilities,  and  other  operations.  Most  physicians' 
offices  and  ASCs  do  not  offer  24-hour  service.  The  costs  of 
these  resene  capacities  are  reflected  throughout  hospitals' 
cost  centers  in  the  form  of  staffing,  maintenance  of  the 


physical  plant,  and  otiier  operating  expenditures.  Hospitals 
may  also  shoulder  costs  due  to  licensing  and  regulatory 
requirements  that  less  intensive  facilities  do  not,  partly 
because  of  the  need  for  standby  capacity  or  specialized 
emergency  senices  tiiat  tiiey  provide. 

Geography  may  also  affect  the  relative  cost  of  ambulatory 
senices,  even  after  tire  effects  of  local  area  wage  differences 
have  been  eliminated.  For  example,  small  rural  hospitals  in 
remote  areas  may  not  benefit  from  volume  discounts  in  the 
purchase  of  supplies  or  medical  equipment  in  the  way  that 
dieir  larger  urban  counterparts  can,  or  they  may  experience 
higher  transportation  costs.  It  is  also  likely  that  the  geographic 
availability  of  certain  provider  types  will  increase  as  many 
states  continue  to  scale  back  or  repeal  certificate  of  need 
regulations  that  govern  the  construction  and  expansion  of 
health  care  facilities. 

While  somewhat  difficult  to  establish,  there  may  also  be 
factors  related  to  quality'  of  care  that  contribute  to  costs  differ- 
entially across  settings.  For  example,  the  Inspector  General's 
report  referenced  above  found  statistically  significant  differ- 
ences in  intraoperative  and  postoperative  complications 
related  to  cataract  surgeries  provided  in  hospital  outpatient 
departments  and  ASCs,  and  also  noted  higher  rates  of  ques- 
tionable care  in  the  ASC  setting.  At  the  same  time,  a  study 
commissioned  by  the  American  Association  of  Retired 
Persons,  however,  found  few  differences  between  the 
discharge  experiences  of  patients  treated  in  ASCs  and  those 
treated  in  hospitals;  where  significant  differences  did  exist, 
patients  fared  better  in  ASCs  (Leader  1990).  Policymakers 
should  consider  this  factor  in  comparing  same-coded  services 
across  settings. 

Finally  Medicare  historically  has  ascribed  value  to  services 
provided  by  certain  types  of  providers.  For  example,  the  grad- 
uate medical  education  and  disproportionate  share  (DSH) 
adjustments  to  inpatient  PPS  payments  reflect  die  Medicare 
program's  recognition  that  hospitals  that  incur  costs  related  to 
graduate  medical  education  and  treatment  of  the  poor  do  so 
as  a  result  of  pursuing  socially  desirable  goals.  It  is  likely  that 
Medicare's  hospital  outpatient  PPS  may  also  be  modified  to  act 
in  part  as  a  broader  instrument  of  social  policy.  In  the  hospital 
setting,  preliminary  results  suggest  that  ambulatory  services 
have  higher  per-unit  costs  in  teaching  hospitals,  although  the 
reasons  for  these  costs  have  not  yet  been  investigated  in  detail. 
DSH  status  does  not  appear  to  be  associated  with  higher  per- 
unit  costs.  If  Medicare  were  to  design  a  payment  policy  in  the 
hospital  outpatient  setting  that  adjusted  hospital  payments  for 
these  factors,  such  adjustments  would  reflect  ascribed  value, 
rather  than  costs. 
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Choice  of  Setting 

While  payment  undoubtedly  has  the  potential  to  influence 
choice  of  setting,  especially  as  providers  become  more 
integrated  financially,  this  potential  is  mitigated  by  other 
considerations.  As  noted  above,  patient  characteristics  may 
contribute  to  cost  differences  in  providing  the  same  service 
among  ambulatory  settings.  At  a  higher  order  of  analysis, 
patient  characteristics  also  undoubtedly  play  a  major  role  in 
the  definition  of  appropriate  clinical  practice.  Fur  example, 
medical  visits  are  largely  provided  in  the  physicians'  office 
setting,  despite  the  higher  payment  that  would  be  made  had 
the  patient  received  the  same  service  in  a  hospital  OPD.  The 
patient  s  physician  will  likelv  choose  the  setting  that  is  most 
appropriate  for  the  patient  based  on  clinical  needs,  rather  than 
the  setting  that  results  in  the  highest  Medicare  reimbursement. 

Other  factors  mav  also  influence  phvsicians'  decisions  regard- 
ing choice  of  setting.  A  physician  may  send  a  patient  to  a 
hospital  outpatient  department  if  he  or  she  has  inpatient 
admitting  privileges  at  that  hospital,  or  based  on  prior 
experiences.  Physicians  may  direct  patients  to  an  ASC  due 
to  ownership  considerations  (at  least  SO  percent  of  ASCs  are 
physician-owned  (HCFA  1994)),  or  if  the  majority  of  their 
non-Medicare  ambulatory  patients  receive  services  in  ASCs 
as  a  result  of  insurance  plan  requirements.  Physicians  are 
also  limited  by  specific  Medicare  regulations  regarding  the 
setting  in  which  they  can  provide  services;  for  example,  only 
services  on  the  approved  list  can  be  provided  to  beneficiaries 
in  ASCs. 

Whether  beneficiaries  influence  the  choice  of  setting  by 
expressing  their  own  preferences  is  unknown.  In  the  ambula- 
tor) care  realm,  the  choice  can  have  substantial  financial 
implications  for  beneficiaries  due  to  the  disproportionate 
coinsurance  liability  that  they  bear  when  they  receive  services 
in  hospital  outpatient  departments.  The  literature  on  benefi- 
ciary preferences  in  choosing  ambulatory  settings  is  sparse, 
but  suggests  that  beneficiaries  do  not  greatly  influence  the 
decisionmaking  process  (HHS  OIG  1991;  Leader  1990). 


SUMMARY 

Rationalizing  Medicare  payment  for  ambulatory  care  services 
across  settings  will  require  a  clear  definition  of  services,  so  that 
assessments  can  be  made  whether  or  not  they  are  actually  the 
same  across  settings.  In  defining  these  services  for  payment 
purposes,  it  will  be  important  not  only  to  standardize  the  unit 
of  pavment  (that  is,  the  definition  of  the  goods  and  services 
covered  under  a  single  payment)  across  settings,  but  also  to 
account  for  the  variety  of  factors  that  may  substantively  change 
the  character  of  the  service.  Differences  in  costs  (and  hence 
resulting  payments)  may  be  attributable  to  patient  characteris- 
tics or  the  av  ailability  of  stand-by  capacities  diat  differentiate 
identically  coded  services.  As  a  result,  even  under  a  payment 
regime  that  was  more  consistent  across  settings,  payments  for 
die  same  service  could  continue  to  vaiy. 

A  variety  of  considerations  influence  decisions  regarding  the 
setting  where  ambulatory  care  is  provided.  With  die  changes 
to  ambulatory  care  payment  brought  about  by  the  BBA,  the 
potential  for  services  to  migrate  to  the  setting  that  offers  the 
highest  payment  will  increase  dramatically.  MedPAC's  analyses 
suggest  that  while  such  payment  incentives  will  likely  become 
clearer  under  the  BBA  than  they  are  at  present,  these  same 
incentives  already  do  exist.  However,  the  data  indicate  that 
pavment  incentives  are  only  one  part  of  the  spectrum  of 
factors  that  influence  where  ambulatory  care  is  provided. 

Although  a  wide  range  of  services  can  potentially  be  furnished 
in  all  three  major  ambulatory  settings  under  the  current  sys- 
tem, actual  volume  is  concentrated  among  a  relatively  small 
number  ol  sen  ices  within  each.  Further,  ambulatory  services 
tend  to  be  concentrated  in  one  setting  and  this  concentration 
does  not  always  occur  in  the  setting  with  the  highest  payment 
rates.  Even  if  financial  incentives  are  assumed  to  be  para- 
mount in  the  provision  of  ambulatory  care,  the  real  incentive 
lies  not  in  higher  payments  alone,  but  rather  in  the  relation- 
ship between  payments  and  costs.  Even  if  facilities  were  able 
to  determine  the  setting  that  returned  the  most  favorable 
relationship  between  payments  and  costs,  they  may  have  only 
limited  influence  in  the  final  decision,  given  that  physicians 
appear  to  have  the  most  influence  over  choice  of  setting. 
Nevertheless,  given  the  magnitude  of  BBA-related  and  other 
changes  to  payment  policy  that  are  taking  place  in  all  three 
major  ambulatory  settings,  Medicare  should  closely  monitor 
the  provision  of  these  services  to  ensure  that  inappropriate 
shifts  in  setting  do  not  occur,  and  that  beneficiaries'  access  to 
these  services  is  not  compromised. 
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Virtually  all  Medicare  providers  of  post-acute  services  are  slated  to  transition 
to  prospective  payment  systems  in  the  next  few  years.  Given  those  changes, 
post-acute  providers  mav  adapt  bv  altering  the  volume,  intensity,  and  mix  of 
services  furnished  to  beneficiaries.  Among  these  services,  rehabilitation  may 
be  particularly  substitutable  across  sites.  To  establish  one  of  several  benchmarks 
for  measuring  these  changes,  this  chapter  discusses  outpatient  rehabilitation 
providers  and  services. 


Rehabilitation  services  consist  of  physical  therapy,  occupational 
I  therapy,  and  speech  and  language  services.  They  often  are 
1  furnished  to  patients  following  a  hospital  stay  or  ambulatory 
|  surgical  procedure,  and  can  be  supplied  by  most  Medicare- 
i  certified  facilities  in  either  inpatient  or  outpatient  settings. 
For  the  purposes  of  Medicare  payment,  rehabilitation 
generally  is  an  outpatient  service  when  paid  for  outside  ol 
Medicare's  inpatient,  skilled  nursing  facility,  and  home  health 
1  benefits.  This  chapter  discusses  services  furnished  in  the 
|  dominant  outpatient  rehabilitation  settings — hospital  outpa- 
i  tient  departments  (OPDs),  rehabilitation  agencies,  and 
comprehensive  outpatient  rehabilitation  facilities  lOORFs). 

j  Given  the  variety  of  post-acute  providers  that  furnish  rehabili- 
I  tation  services,  there  is  considerable  flexibility  in  the  duration 
p  and  intensity  of  patients'  use  of  rehabilitation  services  and 
!  providers.  On  the  one  hand,  that  flexibility  is  desirable, 
J  because  it  allows  patients  to  receive  the  most  appropriate 
|  care  in  the  setting  of  their  choice.  On  the  other  hand,  that 
flexibility  may  make  rehabilitation  providers  more  sensitive 


to  payment  factors.  Recently  enacted  Medicare  payment 
policy  reforms  across  the  post-acute  care  environment  are 
expected  to  spur  changes  in  the  patterns  ol  post-acute  service 
use  in  general,  and  rehabilitation  services  in  particular. 

The  Balanced  Budget  Act  of  1997  (BBA)  enacted  substantial 
eliaii'_jes  in  Vli  ■(  lie:  uvs  pav  n  lent  policies.  ( )u  I  patient  rehabilita- 
tion providers  will  be  paid  according  to  the  physician  fee 
schedule  beginning  Januarv  !    1999  and  outpatient  rehabilita- 
tion furnished  by  non-hospital  providers  will  be  subject  to 
annual  coverage  limits.  Skilled  nursing  facilities  will  begin 
to  transition  to  a  per  diem  prospective  payment  system  on 
July  1,  1998.  Prospective  payment  for  home  health  agencies 
and  for  inpatient  rehabilitation  facilities  also  is  scheduled  to 
be  implemented  on  October  1,  1999,  although  the  units  of 
payment  for  those  systems  have  not  been  finalized.  Long-term 
care  hospitals  likely  will  move  to  prospective  payment  as 
well.  The  Secretary  of  Health  and  Human  Services  must 
submit  a  report  to  the  Congress  concerning  payment  for 
those  facilities  by  October  1,  1999. 
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Table  5-1 


Medicare  Spending  for  Outpatient  Therapy,  by  Type  of  Provider,  1990  and  1996 


Payment 
(In  Millions) 


Share  of 
Payments 


Average 
Annual 


Type  of  Provider 

1990 

1996 

1990 

1996 

Change 

Total 

$353 

$962 

100.0% 

100.0% 

18% 

Hospital  outpatient  department 

183 

323 

52.0 

33.6 

10 

Acute  care  hospital 

m 

28.4 

Rehabilitation  hospital 

50 

5.2 

Rehabilitation  agency 

151 

524 

43.0 

54.5 

23 

CORF 

19 

115 

5.0 

12.0 

35 

NOTE:  Payments  are  Medicare  interim  payments,  after  patient  deductibles  and  copayments  have  been  met. 
CORF  =  comprehensive  outpatient  rehabilitation  facility. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  5  percent  outpatient  claims  file  from  the  Health  Care  Financing 
Administration. 


Because  of  the  potential  for  substitution  across  post-acute 
settings,  these  policy  modifications  heighten  the  concern  that 
rehabilitation  services  may  become  more  sensitive  to  financial 
consider  ations.  This  chapter  describes  trends  regarding  the 
dominant  outpatient  rehabilitation  providers  (hospital  OPDs, 
rehabilitation  agencies,  and  CORFs),  and  presents  recent 
outpatient  rehabilitation  payment  and  utilization  information 
from  a  5  percent  sample  of  Medicare  beneficiaries.  That 
information  will  help  provide  a  benchmark  for  analyzing 
shifting  utilization  of  outpatient  rehabilitation  services  and 
rehabilitation  in  other  settings,  including  inpatient  facilities, 
skilled  nursing  facilities,  and  home  health  agencies.  Finally, 
the  chapter  discusses  changes  in  outpatient  rehabilitation 
coverage  and  payment  policy  enacted  in  the  BBA. 

OUTPATIENT  REHABILITATION  PROVIDERS 

Between  1990  and  1996,  Medicare  expenditures  for  outpatient 
rehabilitation  therapy  rose  18  percent  annually,  totaling  $962 
million  in  1996  (excluding  beneficiary  copayments)  (see  Table 
5-1).'  During  that  time,  outpatient  rehabilitation  spending 
shifted  substantially  away  from  hospitals  and  toward  rehabilita- 
tion agencies  and  CORFs.  Payments  to  agencies  and  CORFs 
rose  at  an  average  annual  rate  of  23  percent  and  35  percent, 
respectively.  Bv  1996,  rehabilitation  agencies  accounted  for 
55  percent  of  Medicare  outpatient  rehabilitation  spending, 
and  CORFs  accounted  for  12  percent.  Payments  to  hospital 
OPDs,  by  contrast,  fell  from  comprising  about  one-half  of 
payments  in  1990  to  one-third  by  1996. 


While  rehabilitation  agencies  collected  the  largest  share  of 
Medicare  payments  for  these  services,  most  beneficiaries 
undergoing  outpatient  rehabilitation  received  their  care  in 
hospital  OPDs.  In  1996,  two-thirds  of  beneficiaries  using 
outpatient  rehabilitation  sought  care  in  the  hospital  OPD 
setting,  while  less  than  30  percent  used  rehabilitation  agencies 
(see  Table  5-2).  CORFs  treated  fewer  than  5  percent  of 
outpatient  rehabilitation  patients.  As  shown  further  below, 
diff  erence  in  the  shares  of  payments  and  patients  by  type 
of  provider  appear  to  be  due  more  to  variation  in  outpatient 
rehabilitation  payment  levels  than  patient  case  mix. 

Hospitals 

Most  outpatient  rehabilitation  is  furnished  in  the  outpatient 
departments  of  general,  acute  care  hospitals.  Over  90  percent 
of  the  nations  5,100  acute  care  hospitals  have  outpatient 
departments.  Another  200  rehabilitation  specialty  hospitals 
also  furnish  outpatient  services.  Although  the  total  number 
of  hospitals  has  declined  slightly  in  the  1990s,  the  number  of 
acute  care  hospitals  with  inpatient  rehabilitation  units,  which 
are  more  likely  to  furnish  outpatient  rehabilitation  services 
as  well,  rose  at  an  average  annual  rate  of  3.8  percent  between 
1990  and  1997.  The  count  of  rehabilitation  specialty  hospitals 
grew  at  a  rate  of  5.6  percent  during  that  time. 


1  By  comparison,  physical,  occupational  and  speech/language  therapies  accounted  for  about 
health  payments  and  $2.1  billion  (about  20  percent)  of  SNF  payments.  Payments  to  therapists 
totaled  approximately  $125  million. 


$1.4  billion  (12  percent)  of  home 
who  bill  Medicare  independently 
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Table  5-2 


Table  5-3 


Outpatient  Therapy  Use,  by  Type  of  Provider,  1996 


Rehabilitation  Agencies  and  CORFs,  1985-1997 


Type  of  Provider 


Share  of  Beneficiaries 
Receiving  Outpatient  Therapy 


Agencies 


CORFs 


Change  from 


Change  from 


Yoar 
Teal 

M  1 1  m  nor 

Previous  Year 

Number 

Previous  Y 

Total 

100.0% 

1985 

837 

_ 

61 

_ 

Hospital  outpatient  department 

66.4 

1986 

948 

13.3% 

110 

80.3% 

Acute  care  hospital 

61.8 

1987 

1,028 

8.4 

141 

28.2 

Rehabilitation  hospital 

4.6 

1988 

1,095 

6.5 

161 

14.2 

1989 

1,171 

6  9 

185 

14.9 

Rehabilitation  agency 

29.2 

1990 

1,241 

6.0 

191 

3.2 

1991 

1,348 

8.6 

199 

4.2 

CORF 

4.4 

1992 

1,481 

9.9 

217 

90 

1993 

1,699 

14.7 

235 

8  3 

1994 

1,996 

17.5 

257 

94 

NOTE:  CORF  =  comprehensive  outpatient  rehabilitation  facility. 

1995 

2,283 

14.4 

298 

16.0 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  5  percent 

1996 

2,469 

8.1 

403 

35.2 

outpatient  claims  file  from  the  Health  Care  Financing  Administration. 

1997 

2,770 

12.2 

523 

29.8 

Rehabilitation  Agencies 

The  shift  in  Medicare  outpatient  rehabilitation  spending  from 
hospital  outpatient  departments  toward  rehabilitation  agencies 
in  part  reflects  rapid  growth  that  has  occurred  in  the  number 
of  these  providers.  Between  1990  and  1997,  the  number  of 
agencies  grew  about  12  percent  annually,  on  average,  to  almost 
2,800  facilities  (see  Table  5-3).  That  growth  accelerated  follow- 
ing changes  in  payment  policy  for  independent  therapists  that 
were  implemented  in  1992.  Beginning  in  that  vear,  they  were 
paid  according  to  the  Medicare  Fee  Schedule  for  physician 
services.  In  the  succeeding  years,  some  independent  therapists 
became  recertified  as  rehabilitation  agencies,  which  were  not 
subject  to  per  beneficiary  coverage  limits  (discussed  below  ) 
and  were  reimbursed  their  reasonable  costs.  The  number 
of  agencies  grew  8  percent  annually  in  the  10  years  prior  to 
implementation  of  the  fee  schedule,  but  that  growth  rate 
nearly  doubled,  to  15  percent,  between  1993  and  1995.  By 
contrast,  the  number  of  independent  practices  rose  less 
than  1  percent  annually  over  the  same  period/ 

While  rehabilitation  agencies  exist  throughout  the  country; 
more  than  25  percent  are  located  in  the  Health  Care 
Financing  Administration  s  (HCFA)  Atlanta  region,  which 
encompasses  eight  southeastern  states  (see  Table  5-4).  Another 
20  percent  are  in  the  Chicago  region,  which  comprises  six 
states  in  the  upper  midwest.3  The  shares  of  rehabilitation 
agencies  in  those  regions  also  are  large  relative  to  the  number 


NOTE:  Data  are  as  of  December  of  each  year.  CORF  =  comprehensive  outpatient 
rehabilitation  facility. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  data  from  the  Health 
Care  Financing  Administration  Online  Survey  and  Certification  Reporting  System. 


of  Medicare  beneficiaries  in  the  regions — 15  percent  of 
beneficiaries  reside  in  the  Atlanta  region  and  14  percent  live 
in  the  Chicago  region.  The  size  of  rehabilitation  agencies 
ranged  from  those  with  a  few  employees  to  those  with  100 
or  so  staff  members.  In  many  cases,  employees  traveled  to 
other  locations,  such  as  skilled  nursing  facilities,  to  furnish 
services.  Agencies  generally  are  owned  by  therapists  and 
most  (93  percent)  are  proprietary  (see  Table  5-5). 

Comprehensive  Outpatient  Rehabilitation  Facilities 

CORFs  were  first  recognized  as  Medicare-certified  providers 
in  1980.  These  facilities  offer  patients  a  comprehensive, 
intensive  therapy  program  while  allowing  them  to  live  at 
home.  Medicare  allows  CORFs  to  provide  a  broader  array  of 
services  and  therapy  than  offered  by  rehabilitation  agencies. 
For  example,  in  addition  to  furnishing  physical,  occupational, 
and  speech  therapy,  CORFs  may  offer  physician  and  skilled 
nursing  services,  respirator)'  therapy,  social  and  psychological 
services,  drugs  and  biologicals,  and  medical  devices,  supplies, 
and  equipment.  Unlike  services  provided  by  rehabilitation 
agencies,  all  CORF  services  must  be  performed  by  or  under 
the  supervision  of  a  physician. 


There  were  7,400  independent  therapists  by  1996. 

HCFA's  Atlanta  Region  includes  Alabama,  Florida,  Georgia,  Kentucky,  Mississippi,  North  Carolina,  South  Carolina,  and  Tennessee, 
he  Chicago  Region  includes  Illinois,  Indiana,  Michigan,  Minnesota,  Ohio,  and  Wisconsin. 
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Table  5-4 


Table  5-5 


Rehabilitation  Agencies  and  CORFs,  by  Region,  1997 


Outpatient  Therapy  Providers,  by  Type  of  Provider 
and  Control,  1996 


Agencies 


CORFs 


Region 


Number 


Share 


Number 


Share 


Private 


All 


2.770 


).0% 


523 


100.0% 


Type  of  Provider 


Proprietary       Voluntary  Government 


Total 

1  nn  n  cw 

100.0% 

1  nn  no/ 

100.0% 

100.0 

Boston 

91 

.3  9 

17 

3.3 

New  York 

1 34 

4.8 

20 

3.8 

Hospital  outpatient  department 

Philadelphia 

350 

12.6 

57 

12.8 

Acute  care  hospital 

8  0 

73.0 

19.0 

Atlanta 

737 

26.6 

277 

53.0 

Rehabilitation  hospital 

63.4 

32.0 

4.6 

Chicago 

532 

19.2 

44 

84 

Dallas 

331 

11  9 

40 

7.6 

Rehabilitation  agency 

93.0 

5.1 

1.9 

Kansas  City 

15.3 

5.5 

22 

4  2 

Denver 

85 

3  1 

12 

2  3 

CORF 

68.4 

31.6 

0.1 

San  Francisco 

264 

95 

20 

38 

Seattle 

93 

3  4 

4 

0  8 

NOTE:  CORF  =  comprehensive  outpatient  rehabilitation  facility. 

NOTE:  Data  are  as  of  December,  1997.  CORF  =  comprehensive  outpatient 
rehabilitation  facility. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  data  from  the  Health 
Care  Financing  Administration  Online  Survey  and  Certification  Reporting  System. 


The  number  of  CORFs  grew  rapidly  after  their  services 
became  eligible  for  Medicare  reimbursement,  and  then 
slowed  to  an  average  annual  growth  rate  of  9  percent 
between  1990  and  1995.  After  that,  however,  the  number 
of  CORFs  increased  much  more  rapidly,  reaching  523  by 
the  end  of  1997.  Despite  that  growth,  the  number  of  CORFs 
remains  far  below  the  number  of  agencies.  The  relative  popu- 
larity of  agencies  has  been  attributed  partly  to  Medicare's 
requirement  of  physician  supervision  of  CORF  services. 

CORFs  are  concentrated  in  HCFAs  Atlanta  region,  particular- 
ly in  Florida,  with  more  than  one-third  of  all  CORFs  located 
in  that  state.  Compared  with  rehabilitation  agencies,  CORFs 
are  more  likely  to  be  owned  by  hospitals  or  other  entities 
that  own  multiple  health  care  facilities,  and  almost  70  percent 
are  proprietary. 

OUTPATIENT  REHABILITATION  USE 

The  Commission  examined  outpatient  rehabilitation  services 
furnished  to  a  5  percent  sample  of  Medicare  beneficiaries 
during  1996.  Annual  payments  and  visits  per  patient  were 
analyzed,  as  well  as  the  type  of  therapy  used.4  Physical  therapy 
accounted  for  70  percent  of  outpatient  therapy  payments. 
Occupational  therapy  and  speech  padiology  made  up  21 
percent  and  9  percent  of  payments,  respectively.  Physical 


SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  data  from  the  Health 
Care  Financing  Administration  Online  Survey  and  Certification  Reporting  System. 


therapy  aims  to  optimize  patient  ability  to  move  and  function 
independently.  It  focuses  on  increasing  patients'  strength, 
endurance  and  ambulation.  The  goal  of  occupational  therapy 
is  to  foster  independent  living  skills  by  maximizing  patients' 
abilities  to  participate  in  activities  of  daily  living,  including 
self-care,  work,  and  leisure  or  social  activities.  Occupational 
therapy  benefits  patients  with  both  motor  and  cognitive 
limitations.  Speech  pathology  helps  patients  with  limitations 
in  communication  and  swallowing.  Those  disabilities  occur 
frequently  in  patients  with  neurological  conditions.5 

Patient  Characteristics 

To  identify  the  basic  characteristics  of  Medicare  beneficiaries 
using  outpatient  tiierapy  services  in  1996,  the  patient  distribu- 
tion was  examined  by  age  group,  sex,  Medicaid  enrollment 
status,  and  Medicare  eligibility  status — diat  is,  program  enroll- 
ment due  to  age,  disability,  or  end-stage  renal  disease  (see 
Table  5-6).  Compared  with  the  overall  Medicare  population, 
a  high  share  of  outpatient  rehabilitation  patients  were  85  years 
or  older.  Seventeen  percent  of  patients  were  in  that  age  group, 
compared  with  10  percent  of  the  Medicare  population. 
Two-thirds  of  outpatient  rehabilitation  patients  were  women, 
compared  with  57  percent  of  the  Medicare  population. 
Beneficiaries  enrolled  in  both  Medicare  and  Medicaid 
accounted  for  23  percent  of  outpatient  rehabilitation  users, 
compared  with  16  percent  of  the  Medicare  population. 


4  In  the  analysis,  payments  were  adjusted  to  account  for  variation  in  wages  across  geographic  areas.  That  adjustment  is  particularly 
important,  given  the  geographic  concentration  of  rehabilitation  agencies  and  CORFs. 

5  In  addition  to  providing  the  staffing  and  equipment  necessary  to  furnish  therapy,  Medicare-certified  facilities  also  must  have 
social  and  vocational  adjustment  services  available  as  needed,  and  a  physician  on  call  for  emergency  care. 
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Table  5-6 


Outpatient  Therapy  Users,  by  Selected  Characteristics, 
1996  (In  Percent) 


Characteristics  Users 


Age 

Under  65  13.0% 

65-74  36.8 

75-84  33.1 

85+  17.1 

Sex 

Women  65.8 

Men  34.2 

Medicaid  eligibility 

Medicare  only  77.0 

Medicare  and  Medicaid  23.0 

Medicare  eligibility 

Aged  88.1 

Disabled  1 1 .3 

End-stage  renal  disease  0.6 

Diagnosis 

Musculoskeletal  30.7 

Neurologic  disorder  15.9 

Back  disorder  14.5 

All  other  rehabilitation  10.9 

Stroke  6.7 

Ortho-surgical  5.5 

Cardiovascular  disorder  2.5 
Hip  fracture  1 .9 

Amputation  0.6 

Spinal  cord  injury  0.5 

All  other  diagnoses  10.6 


SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  data  from  the 
denominator  and  5  percent  outpatient  claims  files  from  the  Health  Care  Financing 
Administration. 


Outpatient  rehabilitation  patients  also  were  examined  by 
major  categories  of  diagnoses.  Principal  diagnosis  codes  of 
each  patient  were  mapped  to  1  of  1 1  major  categories,  such 
as  stroke  or  hip  fracture,  to  differentiate  patients  according 
to  their  approximate  type  of  outpatient  rehabilitation 
requirements.6  Over  31  percent  of  patients  using  outpatient 
rehabilitation  were  in  the  musculoskeletal  category,  which 
includes  diagnoses  for  arthritis,  burns,  and  various  soft  tissue 
injuries.  Neurological  and  back  disorders  each  accounted  for 
about  15  percent  of  patient  diagnoses.  Ortho-surgical  patients 
(including  beneficiaries  who  underwent  hip  replacement) 


and  stroke  patients  are  commonly  treated  in  the  inpatient 
rehabilitation  setting.  However,  those  categories  accounted 
for  relatively  small  shares  of  outpatient  rehabilitation  patients, 
at  5.5  percent  and  6.7  percent,  respectively. 

The  distribution  of  patients  across  diagnostic  categories  was 
examined  also  by  type  of  provider  to  identify  the  extent  to 
which  facilities  exclusively  furnishing  rehabilitation — that  is, 
agencies,  CORFs,  and  rehabilitation  hospitals — specialize 
in  certain  diagnostic  or  functional  areas  (see  Table  5-7). 
Some  degree  of  specialization  is  evident.  For  example,  while 
musculoskeletal  conditions  were  the  most  prevalent  across 
all  provider  types,  die  share  of  those  patients  was  die  largest 
among  rehabilitation  agencies,  accounting  for  38  percent  of 
agency  patients.  Rehabilitation  hospitals  served  die  smallest 
share,  25  percent,  of  diose  patients.  The  largest  difference  by 
t\pe  of  provider  was  seen  in  the  share  of  patients  with  stroke 
and  spinal  cord  injuries.  Rehabilitation  hospitals  served  the 
largest  share  of  those  patients — 13.5  percent  of  their  patients 
had  suffered  strokes  and  almost  3  percent  had  spinal  cord 
injuries.  Those  proportions  are  almost  double  the  shares  of 
diose  conditions  in  rehabilitation  agencies,  CORFs,  and  acute 
care  hospitals. 

Annual  Payments 

On  average,  Medicare  spent  about  $700  per  outpatient  reha- 
bilitation patient  in  1996  (after  coinsurance  and  deductibles). 
The  majority  of  patients  had  substantially  lower  payments. 
For  example,  payments  per  patient  totaled  $234  or  less  for 
half  of  those  who  used  outpatient  rehabilitation  in  1996  (see 
Table  5-8).  Payments  were  significantly  higher  for  the  oldest 
patients  and  for  women.  Payments  were  comparable,  though, 
for  beneficiaries  with  and  without  Medicaid  assistance.  The 
range  of  payments  was  largest  across  diagnosis  categories. 
Hip  fracture  patients  (the  least  common  users  of  outpatient 
rehabilitation)  had  the  highest  median  payments,  at  $545 
per  patient.  Stroke  patients  (who  made  up  almost  7  percent 
of  users)  incurred  the  next  highest  payments  ($416).  At  $235, 
the  median  payment  for  the  most  prevalent  diagnosis,  muscu- 
loskeletal conditions,  was  relatively  low. 

In  addition  to  patient  characteristics,  outpatient  rehabilitation 
payments  varied  significantly  by  type  of  provider  and  control. 
Further,  in  analyses  controlling  simultaneously  for  patient 
diagnosis  category  and  age  group  as  well  as  those  provider 
characteristics,  the  type  of  provider  that  furnished  services 
was  associated  with  the  largest  increase  in  payments  relative 
to  other  factors.  Median  payments  by  type  of  provider 


5  The  diagnoses  were  mapped  by  the  RAND  research  team  that  developed  the  Functional  Independence  Measure-Function  Related 
Groups  patient  classification  scheme  for  potential  use  in  an  inpatient  rehabilitation  prospective  payment  system.  The  mapping  was 
developed  by  the  research  team's  clinicians  for  outpatient  rehabilitation  analyses,  and  provides  a  useful  patient  categorization 
beyond  the  level  of  individual  diagnoses. 
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Table  5-7 


Outpatient  Therapy  Users,  by  Diagnosis  Category  and  Type  of  Provider,  1996 
(In  Percent) 


Hospital  Outpatient  Department  „  ,   

 -  -   Rehabilitation 


Diagnosis 

Acute  Care 

Rehabilitation 

Agency 

CORF 

All  HicinnncQC 
MM  LJ I cJ Lj 1 1 U S fcJ o 

1  nn  n°/„ 

I  UU  U  /u 

1  nn  n°/„ 

l  UU.U  10 

1  nn  n°/„ 

l  UU.U  /o 

1  nn  nc 

I  UU.U 

l\/ti  icnilncl/olotal 

■31  1 

?S  1 

JO  I 

1 

i^Jt-ui uiuy il  uiouiuci 

1 1  A 

I  1  .H 

I  0  H 

I  D  j 

Back  disorder 

15.9 

14.9 

17.5 

19.0 

All  other  rehabilitation 

18.2 

12.7 

0.8 

5  0 

Stroke 

4.6 

13.5 

67 

89 

Ortho-surgical 

5.4 

4  1 

7.1 

56 

Cardiovascular  disorder 

1.9 

1  9 

1  4 

09 

Hip  fracture 

0  8 

20 

2.7 

1.8 

Amputation 

05 

2.1 

07 

1  0 

Spinal  cord  injury 

0.4 

2.7 

0  4 

0  9 

All  other  diagnoses 

9  9 

79 

6  4 

55 

NOTE:  CORF  =  comprehensive  outpatient  rehabilitation  facility. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  5  percent  outpatient  claims  file  from  the  Health  Care  Financing 
Administration. 


ranged  from  a  high  of  $804  among  CORF  patients  to  a  low 
of  $142  for  patients  in  acute  care  hospitals  (see  Table  5-9). 
Smaller  payment  differences  occurred  by  type  of  control, 
although  proprietary  providers  received  higher  payments 
among  rehabilitation  agencies  and  CORFs  while  voluntary 
facilities  received  larger  payments  among  acute  care  and 
rehabilitation  hospitals. 

Given  the  concentration  of  rehabilitation  agencies  and  CORFs 
in  the  Atlanta  region  and  particularly  in  Florida,  differences 
between  that  state  and  the  rest  of  the  Atlanta  region  were 
explored.  Some  differences  in  outpatient  rehabilitation  were 
seen  in  both  patient  diagnoses  and  payments  by  type  of 
provider.  For  example,  stroke  patients  accounted  for  about 
4  percent  of  those  in  Florida  agencies  and  CORFs,  while  in 
the  rest  of  the  Atlanta  region  those  patients  composed  8  per- 
cent of  rehabilitation  agency  patients  and  17  percent  of  CORF 
patients.  Overall,  annual  payments  were  somewhat  higher  in 
Florida  compared  with  payments  nationally,  while  those  of  the 
rest  of  the  Atlanta  region  were  lower. 

CHANGES  IN  COVERAGE  AND  PAYMENT  POLICY 

The  BBA  enacted  several  modifications  to  Medicare's  coverage 
and  payment  policies  for  outpatient  rehabilitation.  The  key 
changes  include  a  transition  to  fee  schedule  payments,  the 


establishment  of  annual  coverage  limits,  and  a  requirement 
that  claims  submitted  for  payment  include  codes  that  identify 
the  services  provided  to  patients. 

Payment  Policy 

Historically,  outpatient  rehabilitation  providers,  as  well  as 
independent  therapists,  were  reimbursed  their  reasonable 
costs  under  Medicare.  In  the  1990s,  differences  in  payment 
methods  developed  across  these  providers.  For  example, 
for  purposes  of  payment  calculations.  Medicare  has  reduced 
most  hospitals'  operating  costs  by  5.8  percent  and  their 
capital  costs  by  10  percent  since  1990.  In  1992,  independent 
therapists  were  placed  on  the  Medicare  Fee  Schedule. 
Rehabilitation  agencies  and  CORFs  continued  to  receive 
cost-based  payments.  However,  the  BBA  subjects  CORFs 
and  agencies  to  a  10  percent  payment  reduction  during  1998. 

Outpatient  rehabilitation  providers  will  be  paid  according 
to  the  Medicare  Fee  Schedule  beginning  in  1999. 7  As  a  result 
of  the  BBA,  independent  therapists  and  outpatient  rehabilita- 
tion providers  will  be  subject  to  a  common  payment  method. 
That  fee  schedule  is  distinct  from  the  prospective  payment 
system  to  be  implemented  in  1999  for  most  hospital  OPD  ser- 
vices (see  Chapter  4).  Outpatient  rehabilitation  furnished  by 
hospital  OPDs,  for  example,  will  be  paid  using  the  Medicare 


7  The  fee  schedule  also  will  apply  to  rehabilitation  services  furnished  by  hospitals  to  inpatients  who  are  entitled  to  benefits  under 
Part  A  but  have  exhausted  benefits  for  inpatient  services  during  a  spell  of  illness,  and  to  inpatients  not  entitled  to  Part  A  benefits. 
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Table  5-8 


Table  5-9 


Median  Annual  Outpatient  Therapy  Payments  Per  User, 
by  Selected  Characteristics,  1996 


Characteristics 


All  patients 

Age 
Under  65 
65-74 
75-84 
85+ 

Sex 
Women 
Men 

Medicaid  eligibility 
Medicare  only 
Medicare  and  Medicaid 


Payment 


$234 


186 
24: 
239 
277 


241 
223 


235 
233 


Median  Annual  Outpatient  Therapy  Payments  Per  User, 
by  Type  of  Provider  and  Control,  1996 


Private 


Type  of  Provider 


Total     Proprietary    Voluntary  Government 


Hospital  outpatient  department 

Acute  care  hospital           $142  $107  $142  $152 

Rehabilitation  hospital         341  322  372  312 

Rehabilitation  agency             584  597  399  482 

CORF                               804  918  637  632 


NOTE:  Payments  are  Medicare  interim  payments.  CORF  =  comprehensive  outpatient 
rehabilitation  facility. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  5  percent 
outpatient  claims  and  Provider  of  Service  files  from  the  Health  Care  Financing 
Administration. 


Diagnosis 

Musculoskeletal  236 

Neurologic  disorder  175 

Back  disorder  222 

All  other  rehabilitation  1 70 

Stroke  416 

Ortho-surgical  274 

Cardiovascular  disorder  121 

Hip  fracture  545 

Amputation  245 

Spinal  cord  injury  233 

All  other  diagnoses  133 


NOTE:  Payments  are  Medicare  interim  payments  to  hospital  outpatient  departments, 
rehabilitation  agencies,  and  comprehensive  outpatient  therapy  facilities. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  data  from  the 
denominator  and  5  percent  outpatient  claims  files  from  the  Health  Care  Financing 
Administration. 


Fee  Schedule  rather  than  the  OPD  prospective  payment 
system.  Since  the  fee  schedule  sets  payments  on  the  individual 
service  level,  the  BBA  requires  that  as  of  April  1,  1998,  claims 
include  codes  identifying  outpatient  rehabilitation  services  fur- 
nished to  patients.  Only  minor  changes  to  the  HCFA  Common 
Procedural  Coding  System  were  needed  to  conform  with  the 
BBA  uniform  coding  requirement. 


Coverage  Policy 

Since  1974,  Medicare  has  limited  its  annual  coverage  of 
rehabilitation  services  furnished  by  independent  dierapists.8 
Services  provided  by  outpatient  rehabilitation  providers,  by 
contrast,  have  not  been  subject  to  dollar  limits.  Beginning  in 
1999,  coverage  limits  will  apply  to  services  provided  by  both 
independent  therapists  and  non-hospital  providers  of  outpa- 
tient rehabilitation.  Medicare  will  pay  up  to  $1,500  annually 
for  physical  therapy  and  speech/language  services  combined 
per  beneficiary,  and  up  to  another  $1,500  annually  for  occupa- 
tional therapy.  Beginning  in  2002,  the  coverage  limits  will  be 
adjusted  by  the  medical  economic  index,  which  is  a  measure 
of  inflation  for  medical  goods  and  services.  Beneficiaries  will 
be  responsible  for  20  percent  of  payments  up  to  the  limits 
(and  100  percent  beyond  the  limits). 

The  Congress  indicated  that  future  coverage  for  outpatient 
rehabilitation  services  might  be  determined  by  a  patient 
classification  system  rather  than  by  dollar  limitations.  The 
BBA  requires  the  Secretary  of  Health  and  Human  Services 
to  submit  a  report  to  the  Congress  by  January  1,  2001,  with 
recommendations  on  an  outpatient  rehabilitation  coverage 
policy  based  on  classification  of  individuals  by  diagnostic 
category  and  prior  use  of  inpatient  and  outpatient  services. 
The  uniform  service  coding  requirement,  while  necessary 
for  fee  schedule  payments,  will  greatly  aid  the  research  and 
development  capabilities  of  such  a  system. 


"  The  current  annual  limits  applied  to  independent  therapist  services  are  $900  for  physical  and  speech  therapy,  and  $900  for 
occupational  therapy.  Beneficiaries  are  liable  for  20  percent  of  that  amount. 
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Under  the  dollar-based  coverage  limits  effective  in  1999, 
patients  who  use  non-hospital  outpatient  rehabilitation 
providers  could  switch  to  hospital  OPDs,  when  they  reached 
the  coverage  limits  applying  to  non-hospital  provider  services, 
to  continue  Medicare  coverage  of  outpatient  rehabilitation 
services.  Alternatively,  patients  who  do  not  wish  to  disrupt 
dieir  source  of  care  in  mid-course  could  choose  to  initiate 
those  services  in  the  hospital  OPD  setting  at  the  outset. 

To  discern  the  possible  impact  of  the  coverage  limits,  die 
Commission  examined  the  1996  claims  of  patients  treated  in 
non-hospital  settings  who  incurred  payments  in  excess  of  the 
coverage  limit.  About  one-third  of  patients  in  the  dominant 
non-hospital  settings  (rehabilitation  agencies  and  CORFs) 
exceeded  either  $1,500  of  outpatient  physical  and  speech 
therapy  or  $1,500  of  occupational  therapy.  Since  most  outpa- 
tient rehabilitation  patients  receive  those  services  in  hospital 
OPDs,  though,  the  affected  patients  represented  only  10 
percent  of  all  physical  and  speech  therapy  patients  in  hospital 
OPDs,  agencies,  and  CORFs  in  1996,  and  only  2  percent  of 
all  occupational  therapy  patients  in  those  three  settings. 

Some  patients  had  only  slightly  more  dian  $1,500  in  payments 
per  therapy  type.  For  example,  10  percent  of  those  affected 
exceeded  the  limits  by  less  than  $150.  On  the  other  hand, 
half  of  patients  affected  by  the  limits  exceeded  them  by  $1,000 
or  more.  Some  patients  were  more  likely  to  exceed  the  dollar 
limits  than  others.  For  example,  although  stroke  patients 
accounted  for  a  small  share  of  those  in  rehabilitation  agencies 
and  CORFs,  half  of  them  exceeded  the  physical  and  speech 
therapy  limit.  By  contrast,  fewer  than  one-fifth  of  patients  with 
back  disorders — a  more  common  condition  treated  by  those 
providers — exceeded  the  physical  and  speech  therapy  limit. 


These  percentages  identify  the  impact  of  die  limits  had  they 
been  in  effect  in  1996  absent  other  payment  or  behavioral 
changes.  However,  several  factors  hinder  estimates  of  actual 
impact  of  the  coverage  policy.  For  example,  indications  of 
individual  therapy  services  frequently  are  missing  on  Medicare 
claims,  and  the  fee  schedule  rates  for  those  services  are  not 
yet  finalized.  More  importantly,  behavioral  changes  among 
providers  are  likely  to  occur  with  the  advent  of  the  fee 
schedule.  The  program's  past  experience  with  implementing 
prospectively  determined  payment  systems  suggests  that 
volume  increases  will  offset  some  of  the  savings  typically 
associated  with  predetermined  payment  rates. 

Additionally,  the  volume  of  outpatient  rehabilitation  services 
may  grow  once  prospective  payment  systems  are  implemented 
for  skilled  nursing  facilities,  inpatient  rehabilitation  facilities, 
and  home  health  agencies.  Changes  in  patterns  of  inpatient 
and  outpatient  rehabilitation  will  depend  on  several  factors, 
including  the  unit  of  payment,  such  as  per  day  or  per  episode, 
used  in  the  prospective  payment  systems,  and  the  relationship 
between  inpatient  and  outpatient  rehabilitation  providers. 
Throughout  die  next  few  years,  the  Commission  will  analyze 
and  comment  on  tiiese  payment  policy  changes,  as  their 
technical  components  are  proposed  and  finalized  in  regulation. 
Further,  the  Commission  will  continue  to  monitor  and  evalu- 
ate changes  among  providers  and  beneficiaries'  utilization  of 
services  as  the  new  payment  policies  are  implemented. 
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Hospitalization  and 
Post-Acute  Care  Utilization 


A  growing  proportion  of  inpatient  hospital  stays  are  followed  by  use  of  a 
post-acute  care  provider.  Post-acute  care  includes  services  furnished  in  skilled 
nursing  facilities  (SNFs),  rehabilitation  hospitals  and  rehabilitation  units  of 
acute  care  hospitals,  long-term  care  hospitals,  and  services  provided  by  home 
health  agencies.'  This  chapter  explores  the  relationship  between  inpatient 
hospital  stays  and  the  use  of  post-acute  care  providers.  The  analysis  shows 
that  there  are  both  similarities  and  differences  in  post-acute  care  utilization  and 
type  of  proxider  used  by  diagnosis,  age,  geography,  and  hospital  characteristics. 


Post-acute  care  services  have  been  the  fastest  growing  compo- 
nent of  the  Medicare  program  in  the  1990s.  Sev  eral  factors 
have  contributed  to  this  growth.  The  number  of  post-acute 
care  providers  has  risen  substantially  increasing  the  availability 
of  their  services.  Moreover,  manv  post-acute  care  providers 
have  developed  the  capacity  to  treat  sicker  patients,  enabling 
them  to  provide  services  earlier  in  the  continuum  of  care. 
In  addition,  clinical  advances  in  surgery,  anesthesia,  and 
rehabilitation  have  expanded  the  list  of  conditions  for  which 
patients  can  potentially  benefit  from  post-acute  care  services. 

Financial  incentives  and  Medicare  payment  policies  also 
have  influenced  the  growth  and  selection  of  post-acute  care 
providers.  For  example.  Medicares  combination  of  fixed, 
prospectively  determined  pavment  rates  for  inpatient  services 
and  cost-based  reimbursement  for  post-acute  care  services 
encourages  hospitals  to  discharge  their  inpatients  as  quickly 
as  possible  into  post-acute  care  settings  and  even  to  acquire 
those  types  of  facilities  themselves.  Hospitals  that  own  post- 
acute  care  providers  discharge  their  patients  one  day  sooner 


on  average  than  those  that  do  not,  and  their  patients  use  some 
type  of  post-acute  care  about  10  percent  more  frequently 
(ProPAC  1996). 

Medicare  pavment  and  coverage  policies  also  affect  the 
choice  of  post-acute  care  setting.  While  a  three-day  prior 
hospitalization  is  required  to  trigger  coverage  for  inpatient 
skilled  nursing  facility  care,  there  is  no  such  requirement  for 
other  types  of  post-acute  care  under  Medicare.2  Patients  in 
rehabilitation  facilities,  though,  must  be  medically  capable 
of  undergoing  at  least  three  hours  of  rehabilitation  per  day. 
In  addition,  Medicare  requires  that  facilities  designated  as 
long-term  care  hospitals  maintain  an  average  inpatient  length 
of  stay  of  at  least  25  days. 

Post-acute  care  patterns  may  vary  by  type  of  health  plan. 
For  example,  evidence  suggests  that  compared  with  Medicare 
fee-for-service  beneficiaries,  those  in  risk  plans  are  more  likely 
to  enter  skilled  nursing  facilities  than  inpatient  rehabilitation 
facilities  (Retchin  et  al.  1997;  Hui  et  al.  1996). 


'  Post-acute  care  services  can  also  be  provided  by  outpatient  rehabilitation  providers.  Beneficiaries  typically  receive  post-acute  care 
services  following  a  recent  hospitalization,  hence  the  term.  Some  services  furnished  by  post-acute  care  providers  (particularly 
home  health  agencies  and  outpatient  rehabilitation),  however,  are  related  to  chronic  conditions  or  follow  outpatient  surgery  rather 
than  a  hospital  stay. 

2  Until  1980,  there  also  was  a  three-day  prior  hospital  stay  requirement  for  home  health  coverage. 


Medicare  Payment  Advisory  Commission 


June  1998 


89 


Table  6-1 


Post-Acute  Care  Beds  Per  1,000  Beneficiaries, 
by  Census  Division  and  Type  of  Provider,  1996 


Skilled 

Long-Term 

Nursing 

Rehabilitation 

Care 

Census  Division 

Facility* 

Facility 

Hospital 

Nations! 

39.2 

1  0 

0  5 

IncW  CI IL) Idl IU 

R4  7 

U  J 

/  9 

Middle  Atlantic 

41.9 

1  0 

0.3 

South  Atlantic 

32.6 

08 

0  4 

East  North  Central 

43.7 

0.8 

03 

East  South  Central 

36.2 

0  9 

0  4 

West  North  Central 

49.0 

0  9 

0.2 

West  South  Central 

37.0 

1  8 

(19 

Mountain 

33.8 

1  1 

0.4 

Pacific 

32.4 

08 

03 

NOTE:  These  counts  include  only  Medicare-certified  beds. 
*  Does  not  include  swing  beds. 

SOURCE:  Health  Care  Financing  Administration,  Office  of  Survey  and  Certification 
and  Bureau  of  Data  Management  and  Strategy. 


The  geographic  availability  of  post-acute  care  provider  types 
affects  both  the  use  of  post-acute  care  and  the  choice  of 
setting.  The  New  England  region,  for  instance,  has  a  high 
concentration  of  long-term  care  hospital  beds  relative  to  its 
Medicare  population — that  bed  count  is  almost  six  times  the 
national  average  (see  Table  6-1).  The  West  South  Central 
region  has  almost  twice  the  concentration  of  rehabilitation 
hospital  beds  as  the  rest  of  the  country.  Along  with  higher 
concentration  comes  proportionately  higher  use  of  these  facili- 
ties. In  1994,  long-term  care  hospital  use  rates  were  about 
six  times  the  national  average  for  Medicare  beneficiaries  in 
New  England.  Similarly,  the  proportion  of  beneficiaries  using 
rehabilitation  facilities  in  the  West  South  Central  region  was 
twice  the  national  average  (ProPAC  1996). 

Ideally,  the  choice  of  post-acute  care  setting  would  be  deter- 
mined only  by  the  severity  of  illness,  functional  status,  and 
other  needs  of  the  patient.  Beneficiaries  discharged  from  an 
acute  care  hospital  with  substantial  medical  needs,  for  exam- 
ple, would  more  likely  benefit  from  the  services  available  in 
long-term  care  hospitals  and  skilled  nursing  facilities.  In  con- 
trast, functionally  limited  patients  who  are  medically  stable 
upon  discharge  would  likely  benefit  from  the  intensive  therapy 
furnished  in  rehabilitation  hospitals  and  units.  Patients  who 


are  less  severely  ill,  but  still  require  some  skilled  nursing, 
therapy,  or  assistance  with  daily  living,  would  receive  home 
health  care  services  following  an  inpatient  stay.  While  certain 
post-acute  care  settings  may  specialize  in  specific  types  of  care, 
there  also  is  overlap  across  settings  in  the  services  provided, 
leading  to  potential  substitution  of  services  across  the  different 
sites  of  care. 

In  the  Balanced  Budget  Act  of  1997  (BBA),  Congress  enacted 
major  modifications  to  Medicare's  provider  payment  policies, 
which  are  likely  to  result  in  new  patterns  of  post-acute  care 
site  selection  and  utilization.  In  particular,  the  post-acute 
care  environment  will  change  as  prospective  payment  systems 
(PPS)  are  phased  in  for  inpatient  rehabilitation  providers, 
skilled  nursing  facilities,  home  health  agencies,  and  outpatient 
rehabilitation  providers.  Skilled  nursing  facilities  transition 
to  a  per  diem  PPS  beginning  July  1,  1998,  and  prospective 
payment  systems  for  home  health  agencies  and  inpatient 
rehabilitation  facilities  are  scheduled  to  start  on  October  1, 
1999.  Outpatient  rehabilitation  providers  will  be  paid  accord- 
ing to  the  Medicare  Fee  Schedule  for  physicians  beginning 
January  1,  1999. 3  Long-term  care  hospitals  are  likely  to  move 
to  a  PPS  as  well — a  report  regarding  such  a  system  for  those 
hospitals  is  due  to  Congress  by  October  1,  1999. 

All  of  these  policy  changes,  in  combination  widi  the  fact 
that  similar  services  can  be  provided  in  multiple  post-acute 
settings,  indicate  the  need  for  continued  monitoring  and 
analysis  of  post-acute  care  providers,  policies,  and  service 
utilization.  To  better  understand  variation  in  the  use  of 
post-acute  care  providers,  die  Medicare  Payment  Advisory 
Commission  (MedPAC)  examined  data  for  Medicare  benefi- 
ciaries who  had  acute  care  hospital  stays  in  fiscal  year  1996, 
comparing  those  who  used  a  post-acute  care  provider  with 
those  who  did  not. 

The  first  part  of  this  chapter  examines  beneficiaries'  use  of 
four  different  types  of  post-acute  care  providers — skilled 
nursing  facilities,  inpatient  rehabilitation  facilities,  long-term 
care  hospitals,  and  home  health  agencies.  This  is  followed 
by  a  discussion  of  the  types  of  patients  that  use  a  post-acute 
care  provider  after  discharge  from  an  acute  care  hospital  and 
how  the  type  of  post-acute  provider  used  varies  by  diagnosis. 
Differences  in  use  of  post-acute  care  by  beneficiary  and 
hospital  characteristics  are  examined  next.  The  chapter  dien 
discusses  the  expansion  of  Medicare's  transfer  payment  policy 
under  the  BBA. 


3  Independent  therapists  providing  rehabilitation  services  have  been  paid  on  the  Medicare  Fee  Schedule  since  1992. 
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Table  6-2 


Post-Acute  Provider  Use  After  Discharge  from  an  Acute  Care  Hospital, 
by  Type  of  Provider,  Fiscal  Year  1996 


Use  Within  One  Day  of  Discharge  Use  Within  30  Days  of  Discharge' 


Percent  of 

Percent  of 

Percent  of 

Percent  of 

Number  of 

PPS  Hospital 

Post-Acute 

Number  of 

PPS  Hospital 

Post-Acute 

Type  of  Provider 

Discharges 

Discharges 

Discharges 

Discharges 

Discharges 

Discharges 

Total 

2.284,273 

23.0% 

100.0% 

2,766.936 

27.9% 

100.0% 

Skilled  nursing  facility 

1.116.156 

11.2 

48.9 

1,188,647 

12.0 

42.9 

Home  health  agency Q 

861.468 

3.7 

37.7 

1,586,925 

16.0 

57.6 

Rehabilitation  facility c 

.  273.600 

2.8 

12.0 

293,042 

2.9 

10.6 

Long-term  care  hospital : 

33.049 

0.3 

1  4 

35,817 

0.4 

1.3 

'  NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations. 

:  Use  within  30  days  includes  any  use  of  provider  within  30  days  of  discharge  from  the  hospital.  Columns  do  not  sum  because 
some  beneficiaries  used  more  than  one  post-acute  care  provider. 

:  Home  health  post-acute  use  only  includes  home  health  episodes  that  began  after  a  hospital  stay. 

;  Rehabilitation  facility  and  long-term  care  hospital  use  that  began  in  fiscal  year  1996  but  ended  in  the  fiscal  year  1997 
is  not  included.  As  a  result,  discharge  numbers  slightly  underestimate  post-acute  service  use. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home  health  claims  data  from  the  Health  Care 
Financing  Administration. 


BENEFICIARY  USE  OF  POST-ACUTE 
CARE  PROVIDERS 

In  fiscal  year  1996,  23  percent  of  beneficiaries  discharged  alive 
from  an  acute  care  hospital  went  on  to  use  a  post-acute  care 
provider  within  one  day  of  leaving  the  hospital  (see  Table  6-2).1 
Another  5  percent  of  beneficiaries  started  their  post-acute  care 
provider  use  between  2  and  30  days  after  discharge.  This 
analysis  focuses  on  post-acute  care  that  started  immediately 
after  discharge,  because  that  care  is  likely  to  be  related  to  the 
patient's  hospital  stay  Some  of  the  services  provided  in  the 
post-acute  setting  probably  would  have  been  provided  in  the 
acute  care  hospital  if  the  patient  had  not  been  discharged  to 
a  post-acute  care  provider.  This  may  also  be  true  when  a 

!  patient  is  discharged  to  home  without  immediately  using  a 

i  post-acute  care  provider,  but  it  is  less  likely 

Skilled  nursing  facilities  were  the  most  common  type  of  post- 
acute  care  provider  used  immediately  after  discharge.  In  1996, 
11  percent  of  acute  care  hospital  discharges  were  to  skilled 
nursing  facilities,  accounting  for  almost  half  of  all  discharges 


1  Discharges  in  which  the  patient  had  died  or  was  transferred  to  another  hospital  are  excluded  from  this  analysis.  A  discharge 
does  not  necessarily  mean  the  patient  physically  left  the  hospital;  patients  may  have  been  discharged  to  SNFs,  swing  beds, 
PPS-excluded  rehabilitation  units,  or  PPS-excluded  psychiatric  units  within  the  same  hospital. 

'  Home  health  post-acute  use  includes  only  home  health  episodes  that  started  after  a  hospital  stay.  Beneficiaries  who  were 
receiving  home  health  services  before  they  were  hospitalized,  therefore,  are  not  included  in  the  home  health  utilization  numbers. 

s  The  analysis  underestimates  the  number  of  rehabilitation  facility  stays  (by  about  4  percent)  and  the  number  of  long-term  care 
hospital  stays  (by  about  8  percent)  because  stays  in  those  facilities  that  ended  in  fiscal  year  1997  could  not  be  identified 
on  the  fiscal  year  1996  claims  files  used  in  this  analysis. 


to  post-acute  care  providers.  Home  health  agencies  were  the 
next  most  frequent  provider  used,  with  9  percent  of  acute  care 
discharges  to  such  care.5  Another  7  percent  of  beneficiaries 
began  using  home  health  care  2  to  30  days  after  discharge, 
with  40  percent  of  these  beneficiaries  first  being  admitted 
to  another  type  of  post-acute  care  provider.  A  home  health 
agency  was  the  most  frequent  post-acute  care  provider  used 
within  30  days  of  discharge  from  the  hospital,  with  16  percent 
of  hospital  discharges  being  followed  by  a  home  health  episode 
that  started  within  30  days  of  discharge. 

Rehabilitation  hospitals  and  units  were  used  by  about  3  percent 
of  hospitalized  beneficiaries  within  one  day  of  discharge,  and 
only  0.3  percent  of  hospital  discharges  were  directly  followed 
by  a  stay  in  a  long-term  care  hospital.6  Over  90  percent  of  the 
post-acute  care  use  of  rehabilitation  facilities,  long-term  care 
hospitals,  and  SNFs  started  immediately  after  discharge  from 
acute  care  hospitals. 
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Table  6-3 


Proportion  of  Acute  Care  Hospital  Discharges  Followed 
Immediately  by  Post-Acute  Provider  Use,  Fiscal  Years 


1994  and  1996  (In  Percent) 

Discharges  in 

Percent 

Change 

Post-Acute  Setting 

1994 

1996 

1994-1996 

Skilled  nursing  facility 

10.9% 

1 1 .2% 

2.6% 

Home  health  agency ' 

83 

8.7 

4.4 

Rehabilitation  facility b 

2.4 

2  8 

13  1 

Long-term  care  hospital'' 

0  2 

03 

49.6 

Total 

21.9 

23.0 

50 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care 
hospital  are  excluded  from  the  calculations. 

a  Home  health  post-acute  use  only  includes  home  health  episodes  that  began 
after  a  hospital  stay. 

b  Rehabilitation  facility  and  long-term  care  hospital  use  that  ended  in  the  following 
fiscal  year  are  not  included.  As  a  result,  discharge  numbers  slightly  underestimate 
post-acute  service  use 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home 
health  claims  data  from  the  Health  Care  Financing  Administration. 


Growth  in  Post-Acute  Provider  Use 

Medicare  beneficiaries'  use  of  post-acute  care  providers  grew 
substantially  in  the  early  1990s.  From  calendar  year  1990  to 
1994,  the  number  of  people  served  by  SNFs  rose  by  60  per- 
cent and  the  number  served  by  home  health  agencies  climbed 
by  64  percent.  Over  die  same  period,  the  number  of  Medicare 
discharges  from  rehabilitation  facilities  and  long-term  care 
hospitals  increased  by  67  percent  and  118  percent,  respective- 
ly (ProPAC  1997).  Since  then,  this  growth  has  slowed. 

From  fiscal  year  1994  to  fiscal  year  1996,  the  proportion 
of  hospital  discharges  followed  immediately  by  use  of  a  post- 
acute  care  provider  grew  5  percent  (see  Table  6-3).  Growth 
rates  varied  across  provider  types.  Use  of  long-term  care 
hospitals  jumped  50  percent,  which  may  be  partially  attribut- 
able to  a  27  percent  increase  in  the  number  of  long-term 
care  hospitals  between  1994  and  1996.  The  proportion  of 
ac  ute  care  hospital  discharges  to  rehabilitation  facilities  rose  by 
13  percent  over  the  same  period.  Growth  in  the  proportions  of 
discharges  followed  by  use  of  a  home  health  provider  or  skilled 
nursing  facility  was  much  lower,  at  4  percent  and  3  percent, 
respectively.  Medicare  spending  growth  for  home  health  and 
skilled  nursing  facilities,  though,  each  climbed  bv  more  than 
35  percent  between  1994  and  1996  (ProPAC  1997).  Much  of 
spending  growth  was  attributable  to  factors  other  than  increas- 
es in  the  number  of  users.  The  home  health  spending  jump 


was  fueled  by  a  rising  number  of  home  health  visits  per  user, 
and  the  continued  escalation  in  SNF  spending  was  almost 
entirely  due  to  higher  ancillary  spending  per  patient  day. 

Multiple  Use 

Almost  a  fifth  of  beneficiaries  who  used  a  post-acute  care 
provider  immediately  after  being  discharged  from  the  hospital 
subsequently  used  a  second  post-acute  care  provider  within 
30  days  of  their  acute  care  hospital  stay  (see  Table  6-4).  The 
prevalence  of  this  second  use  varied  by  the  type  of  post-acute 
care  provider  initially  used.  Almost  half  of  all  post-acute  stays 
in  rehabilitation  hospitals  were  followed  by  use  of  a  second 
post-acute  provider,  and  close  to  a  quarter  of  post-acute  SNF 
stays  and  long-term  care  hospital  stays  were  followed  by 
subsequent  post-acute  provider  use.  By  contrast,  less  than 
one  percent  of  post-acute  home  health  episodes  were  followed 
by  use  of  another  post-acute  care  provider. 

The  most  frequent  combinations  of  multiple  post-acute 
provider  use  were  SNF  stays  followed  by  a  home  health 
episode  and  rehabilitation  stays  followed  by  a  home  health 
episode  (see  Table  6-5).  These  two  combinations  accounted  for 
more  dian  two-thirds  of  all  multiple  post-acute  provider  use. 

Beneficiaries'  use  of  more  than  one  post-acute  care  provider 
shows  how  the  various  post-acute  services  may  be  complemen- 
tary with  more  intensive  post-acute  care  being  followed  by 
care  in  a  less  intensive  setting,  generally  home  health  services. 
The  potential  substitutability  of  these  services  across  sites, 
however,  allows  opportunities  for  providers  to  unbundle  care 
across  multiple  settings.  This  has  implications  for  how 
prospective  payment  systems  for  post-acute  care  providers 
should  be  designed. 

HOSPITAL  DIAGNOSIS  AND  POST-ACUTE 
CARE  USE 

Post-acute  care  utilization  is  strongly  related  to  the  beneficia- 
ry's inpatient  diagnosis.  This  analysis  used  the  diagnosis-related 
group  (DBG)  assignment  made  during  the  hospital  stay  to 
describe  the  patients  who  used  post-acute  care.  DBGs  were 
grouped  according  to  two  criteria:  those  for  which  the  highest 
proportions  of  patients  used  post-acute  care  providers  immedi- 
ately after  being  discharged,  and  those  for  which  the  largest 
numbers  of  patients  used  post-acute  care.  The  first  group  is 
important  because  policy  proposals  to  bundle  acute  and  post- 
acute  payments  would  likely  target  DBGs  for  which  a  large 
share  of  beneficiaries  used  post-acute  care.  The  high-volume 
group  is  important  since  it  includes  a  large  number  of  users 
of  post-acute  care,  and  any  policy  change  targeted  at  those 
DBGs  would  have  the  most  effect. 
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Table  6-4 


Number  and  Proportion  of  Acute  Care  Hospital  Discharges  Followed  by  the  Use  of 
More  Than  One  Post-Acute  Care  Provider,  Fiscal  Year  1996 


First  Post-Acute  Care 
Provider  Used 


Number  of  Cases  Followed  by  a 
Second  Post-Acute  Provider  Stay 


Percent  of  First  Post-Acute 
Provider  Stays  Followed  by  a 
Second  Post-Acute  Provider  Stay 


405,073 


17.7<! 


Skilled  nursing  facility 
Rehabilitation  facility 
.ong-term  care  hospital 
■iome  health  agency 


261,194 
129,065 
7.453 
7,361 


23.4 
47.2 
22.6 
3  9 


NOTE:  First  post-acute  care  provider  use  occurred  within  one  day  of  discharge  from  the  hospital.  Post-acute  care  use  does  not 
include  home  health  episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  hospital  stays 
that  began  in  fiscal  year  1996  but  that  ended  in  fiscal  year  1997. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home  health  claims  data  from  the  Health  Care 
financing  Administration. 


Table  6-5 


Number  and  Proportion  of  Acute  Care  Hospital  Discharges  Followed  by  the  Use  of 
More  Than  One  Post-Acute  Care  Provider,  by  Type  of  Providers  Used,  Fiscal  Year  1996 


Type  of  Providers  Used 

Number  of  Acute 
Care  Hospital 
Discharges 

Proportion 
of  Total 
Discharges 

Proportion  of  Cases  in 
First  Post-Acute  Setting 
to  Use  Second  Provider 

SNF  then  home  health 

173.458 

1.7% 

15.5% 

SNF  then  SNF 

72,816 

0.7 

6.5 

SNF  then  rehabilitation  facility 

10.550 

0.1 

09 

Rehabilitation  facility  then  home  health 

103.222 

•  0 

37.7 

Rehabilitation  facility  then  SNF 

23.637 

0.2 

8.6 

Long-term  care  hospital  then  home  health 

5.255 

j  ' 

15.9 

rlome  health  then  SNF 

5,130 

3  1 

0  6 

Other  combinations 

11.065 

0 1 

Total 

405.073 

4  1 

177 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  First 
post-acute  provider  use  occurred  within  one  day  of  discharge  from  the  hospital.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in 
fiscal  year  1996  but  that  ended  in  fiscal  year  1997.  SNF  =  skilled  nursing  facility. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home  health  claims  data  from  the  Health  Care 
Financing  Administration. 
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Table  6-6 


niannn<;p<;  With  Hinhp^t  Prnnnrtinn  nf  Rpnpfiriarips  llsirm  Pnst-Arsstp  Carp  Prnviripr^ 

UlCIUHUOvO    Iff  llll   1  IIUIICOl  1    1  UUUI  IIUK   Ul    L#  l/l  IOI 1 1/  IU 1  IbO   UOIIIU    I    UOl    n  uUlU   \J  III  b   1    IUVIUCI  O 

Within  One  Day  ot  Discharge  from  an  Acute  bare  Hospital,  Fiscal  Year  1996 

Number  of 

Total  Number            Discharges  Using 

Percent  Using 

DRG      Description                                                                           of  Discharges           Post-Acute  Care 

Post-Acute  Care 

471 

Bilateral  or  multiple  major  joint  procedures  of  lower  extremity 

11,303 

8,525 

75.4% 

483 

Tracheostomy  except  for  face,  mouth,  and  neck  diagnoses 

24,261 

16,451 

67.8 

435 

Limb  reattachment,  hip  and  femur  procedures 

for  multiple  significant  trauma 

3,158 

2,132 

67.5 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

134,451 

90,562 

67.4 

209 

Major  joint  and  limb  reattachment  procedures  of  lower  extremity 

339,803 

223,343 

65.7 

211 

Hip  and  femur  procedures  except  major  joint,  age  >1 7  without  CC 

24,716 

15,920 

64.4 

^82 

Tracheostomy  for  face,  mouth,  and  neck  diagnoses 

6,576 

3,871 

58.9 

236 

Fractures  of  hip  and  pelvis 

34,964 

19,546 

55.9 

113 

Amputation  for  circulatory  system  disorders,  except  upper  limb  and  toe 

42,234 

23,410 

55.4 

126 

Acute  and  subacute  endocarditis 

3,944 

2.065 

52.4 

2 

Craniotomy  for  trauma,  age  >17 

5,334 

2.713 

50.9 

14 

Specific  cerebrovascular  disorders  except  transient  ischemic  attack 

311,462 

158,018 

50.7 

All  other  discharges 

8,983,550 

1,717,717 

19.1 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended  in  fiscal  year  1997. 
DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home  health  claims  data  from  the  Health  Care  Financing  Administration. 


Table  6-7 


Diagnoses  With  Highest  Number  of  Beneficiaries  Using  Post-Acute  Care  Providers  Within  One  Day 
of  Discharge  from  an  Acute  Care  Hospital,  Fiscal  Year  1996 


Discharges  to  Post- 


PPS  Hospital  Discharges 

Acute  Care  Providers 

DRG 

Description 

Total 

Percent 

Total 

Percent 

209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

339,803 

3.4% 

223,343 

9.8% 

14 

Specific  cerebrovascular  disorders  except  transient  ischemic  attack 

311,462 

3.1 

158,018 

6.9 

127 

Heart  failure  and  shock 

628,566 

6  3 

120,546 

5.3 

210 

Hip  and  femur  procedures  except  major  joint,  age  >1 7  with  CC 

134,451 

1  4 

90,562 

4.0 

39 

Simple  pneumonia  and  pleurisy,  age  >17  with  CC 

382,330 

39 

86,122 

3.8 

79 

Respiratory  infections  and  inflammations  with  CC 

197,818 

2.0 

60,505 

2.6 

88 

Chronic  obstructive  pulmonary  disease 

335,168 

3.4 

54,821 

2.4 

296 

Nutritional  and  miscellaneous  metabolic  disorders,  age  >17  with  CC 

213,521 

22 

49,822 

2.2 

148 

Major  small  and  large  bowel  procedures  with  CC 

132,711 

1  3 

49,686 

2.2 

416 

Septicemia,  age  >17 

173,167 

1.7 

48,237 

2  I 

106 

Coronary  bypass  with  cardiac  catheterization 

99,014 

1.0 

40,623 

1.8 

320 

Kidney  and  urinary  tract  infections,  age  >17  with  CC 

165,100 

1.7 

36,360 

1.6 

121 

Circulatory  disorders  with  AMI  and  cardiovascular  complication 

126,917 

1  3 

33,930 

1.5 

174 

Gastrointestinal  hemorrhage  with  CC 

217,694 

22 

31,783 

1.4 

478 

Other  vascular  procedures  with  CC 

118,193 

1.2 

29,032 

1.3 

107 

Coronary  bypass  without  cardiac  catheterization 

63,647 

0  6 

24,189 

1.1 

113 

Amputation  for  circulatory  system  disorders  except  upper  limb  and  toe 

42,234 

0.4 

23,410 

1.0 

All  other  discharges 

6,243,960 

62.9 

1,113,356 

49.2 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended  in  fiscal  year  1997. 
DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity.  AMI  =  acute  myocardial  infarction. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  data  from  the  Health  Care  Financing  Administration. 
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Table  6-8 


Diagnoses  With  Large  Changes  in  the  Use  of  Post-Acute  Care  Providers  Within  One  Day  of  Discharge 
from  an  Acute  Care  Hospital,  Fiscal  Years  1994  to  1996 


Number  of 

Percent  to  Use 

PnQt-AnttP  Parp 

Discharges 

Percent 

ORG 

Description 

1996 

1994 

1996 

Change 

258 

Total  mastectomy  for  malignancy  without  CC 

16,372 

17.0% 

24.1% 

41.8% 

107 

Coronary  bypass  without  cardiac  catheterization 

63,647 

29.6 

38.0 

28.5 

106 

Coronary  bypass  with  cardiac  catheterization 

99,014 

32.5 

41.0 

26.1 

257 

Total  mastectomy  for  malignancy  with  CC 

22,141 

24  1 

29.5 

22.7 

105 

Cardiac  valve  procedures  without  cardiac  catheterization 

20,495 

37.3 

44.0 

17.8 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

134,451 

75.8 

67.4 

-11.1 

263 

Skin  graft  and  debridement  for  skin  ulcer  or  cellulitis  with  CC 

27,041 

46.6 

43.2 

-7.4 

236 

Fractures  of  hip  and  pelvis 

34,694 

60.2 

55.9 

-7.2 

211 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

24,716 

69.2 

64.4 

-6.9 

14 

Specific  cerebrovascular  disorders  except  transient  ischemic  attack 

311,462 

54.2 

50.7 

-6.4 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1 996  but  ended  in  fiscal  year  1 997. 
ORG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home  health  claims  data  from  the  Health  Care  Financing  Administration. 


There  were  12  DRGs  in  which  over  half  of  all  beneficiaries 
discharged  used  a  post-acute  care  provider  immediately  after 
leaving  the  hospital  (see  Table  6-6).  Most  of  these  DRGs 
were  related  to  musculoskeletal  conditions  or  procedures, 
particularly  diagnoses  related  to  the  hip  or  femur.  Patients 
with  tracheostomies  also  had  high  use  rates. 

A  different  and  less  homogeneous  set  of  DRGs  made  up  the 
high  volume  group;  the  top  16  DRGs  accounted  for  half  the 
post-acute  care  started  by  beneficiaries  immediately  following 
an  acute  care  hospital  stay  (see  Table  6-7).  These  DRGs  also 
accounted  for  about  37  percent  of  all  acute  care  hospital 
discharges.  The  top  five  DRGs  accounted  for  30  percent  of 
all  post-acute  provider  use  starting  immediately  after  discharge 
from  the  hospital. 

Changes  in  Use  Across  DRGs 

Change  in  the  use  of  post-acute  care  providers  between  fiscal 
years  1994  and  1996  varied  by  DRG.  Post-acute  care  use  rates 
climbed  substantially  in  a  number  of  cardiac-related  DRGs 
(see  Table  6-8).'  Patients  who  underwent  a  cardiac  bypass,  for 
instance,  had  more  than  a  25  percent  increase  in  use  of  post- 
acute  care  providers.  Similarly  beneficiaries  who  underwent  a 
mastectomy  were  considerably  more  likely  to  use  post-acute 
providers  in  1996  than  1994.  By  contrast,  the  proportion  of 


cases  in  a  number  of  DRGs  for  hip-  and  femur-related  proce- 
dures and  diagnoses  actually  declined.  Overall,  more  than 
one-third  of  DRGs  saw  at  least  a  10  percent  rise  in  post-acute 
care  use.  By  contrast,  just  6  percent  of  DRGs  had  more  than 
10  percent  drop.  Moreover,  the  general  growth  pattern  indi- 
cates that  post-acute  care  use  is  climbing  most  rapidly  in 
DRGs  that  had  comparatively  low  post-acute  care  use  in  1994. 
This  could  indicate  that  post-acute  provider  use  is  spreading 
to  a  larger  population. 

Differences  in  Use  Across  Post-Acute  Settings 

The  type  of  care  a  patient  requires  may  affect  the  post-acute 
setting  a  beneficiary  uses.  For  some  diagnoses,  there  does  not 
appear  to  be  any  clear  pattern  establishing  which  post-acute 
setting  will  be  used.  This  may  reflect  the  lack  of  a  severity 
measure  within  DRGs.  Many  of  the  top  overall  post-acute  use 
DRGs  were  also  the  top  use  DRGs  in  each  of  the  four  post- 
acute  settings.  Major  joint  procedures  (DRG  209)  was  among 
the  top  three  high-volume  DRGs  in  each  type  of  post-acute 
care  setting.  Stroke  (DRG  14)  was  also  among  the  top  three 
DRGs  in  all  but  the  home  health  setting.  Certain  types  of 
cases,  though,  tended  to  gravitate  to  particular  types  of  post- 
acute  settings.  Skilled  nursing  facilities  received  a  large  share 
of  the  high-volume  post-acute  care  cases,  but  a  relatively  low 
share  of  some  of  the  cardiac-related  cases.  By  contrast,  home 


7  Although  post-acute  care  use  rates  dropped  for  some  types  of  cases,  some  of  the  post-acute  care  may  have  shifted  to  outpatient 
therapy  providers  and  other  outpatient  settings  not  included  in  this  analysis.  The  number  of  outpatient  rehabilitation  providers, 
which  are  capable  of  providing  many  of  the  therapy  services  provided  in  other  post-acute  sites,  has  grown  by  28  percent  since  1994. 
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Table  6-9 


Diagnoses  With  Highest  Number  of  Beneficiaries  Using  Skilled  Nursing  Facilities  Within  One  Day 
of  Discharge  from  an  Acute  Care  Hospital,  Fiscal  Year  1996 


Percent  of 

r>-       ,  r.*,r-  POSt"ACUte 

Discharges  to  SNFs  _.  , 
  Cases  Discharged       Percent  of 


ORG      Description  Total  Percent  to  SNFs  SNF  Cases 


209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

98,603 

29.0% 

44.1% 

8.8% 

14 

Specific  cerebrovascular  disorders  except  transient  ischemic  attack 

73,965 

23.7 

46.8 

6.6 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

61,856 

46.0 

68.3 

5.5 

12/ 

Heart  failure  and  shock 

56,771 

9  0 

47.1 

5.1 

89 

Simple  pneumonia  and  pleurisy,  age  >17  with  CC 

51,840 

13.6 

60.2 

4.6 

79 

Respiratory  infections  and  inflammations  with  CC 

45,031 

22.8 

74.4 

4.0 

416 

Septicemia,  age  >17 

34,050 

19.7 

70.6 

3.1 

290 

Nutritional  and  miscellaneous  metabolic  disorders,  age  >17  with  CC 

33,867 

15.9 

68.0 

3.0 

320 

Kidney  and  urinary  tract  infections,  age  >17  with  CC 

26,869 

16.3 

73.9 

2.4 

88 

Chronic  obstructive  pulmonary  disease 

23,335 

7.0 

42.6 

2.1 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended  in  fiscal  year  1997. 
DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity.  SNF  =  skilled  nursing  facility. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  data  from  the  Health  Care  Financing  Administration. 


Table  6-10 


Diagnoses  With  Highest  Number  of  Beneficiaries  Using  Home  Health  Care  Within  One  Day 
of  Discharge  from  an  Acute  Care  Hospital,  Fiscal  Year  1996 


„.    ,  Percent  of 

Discharges  to  D             „  D 

,,    ,,  „  Post-Acute  Cases  Percent 
Home  Health  Care  n.  ,u      u  uu 
  Discharged  to  of  Home  Health 


DRG      Description  Total  Percent  Home  Health  Care        Care  Cases 


1 27 

Heart  failure  and  shock 

59,510 

9.5% 

49.4% 

6.9% 

209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

51,086 

15.0 

22.9 

5.9 

89 

Simple  pneumonia  and  pleurisy,  age  >17  with  CC 

31,750 

8  3 

36.9 

3.7 

106 

Coronary  bypass  with  cardiac  catheterization 

29,148 

29.4 

71.8 

3.4 

98 

Chronic  obstructive  pulmonary  disease 

28,709 

8.6 

52.4 

3.3 

148 

Major  small  and  large  bowel  procedures  with  CC 

27,489 

20.7 

55.3 

3.2 

14 

Specific  cerebrovascular  disorders  except  transient  ischemic  attack 

27,455 

8  8 

17.4 

3.2 

1 07 

Coronary  bypass  without  cardiac  catheterization 

18,338 

28.8 

75.8 

2.1 

121 

Circulatory  disorders  with  AMI  and  cardiovascular  complication 

17,266 

13.6 

50.9 

2.0 

478 

Other  vascular  procedures  with  CC 

13,931 

11.8 

48.0 

1.6 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended  in  fiscal  year  1997. 
DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity.  AMI  =  acute  myocardial  infarction. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  data  from  the  Health  Care  Financing  Administration. 
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Table  6-11 


Diagnoses  With  Highest  Number  of  Beneficiaries  Using  Rehabilitation  Facilities  Within  One  Day 
of  Discharge  from  an  Acute  Care  Hospital,  Fiscal  Year  1996 


Percent  of 

n.    ,  Post-Acute  Cases 

Discharges  to  _.  , 

o  u  l-iv       r  Discharged  to  Percent  of 

Rehabilitation  Facilities  „  ,  , ...    .  „  

  Rehabilitation  Rehabilitation 


DRG      Description  Total  Percent  Facilities  Facility  Cases 


209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

71,626 

21.1% 

32.1% 

26.2% 

14 

Specific  cerebrovascular  disorders  except  transient  ischemic  attack 

53,742 

17.3 

34.0 

19.6 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

20,453 

15.2 

22.6 

7  5 

113 

Amputation  for  circulatory  system  disorders  except  upper  limb  and  toe 

6,894 

16.3 

29.4 

2.5 

214 

Back  and  neck  procedures  with  CC 

6,596 

11.7 

34.1 

2  4 

1 

Craniotomy  age  >17  except  for  trauma 

5,429 

17.0 

41.3 

2  0 

471 

Bilateral  or  multiple  major  joint  procedure  of  lower  extremity 

4,316 

38.2 

50.6 

I  6 

211 

Hip  and  femur  procedures  except  major  joint  age  >17  without  CC 

4,005 

16.2 

25.2 

I  5 

106 

Coronary  bypass  with  cardiac  catheterization 

3,830 

3  9 

9.4 

I  4 

127 

Heart  failure  and  shock 

3,276 

0.5 

2.7 

1 .2 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended  in  fiscal  year  1997. 
DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  data  from  the  Health  Care  Financing  Administration. 


health  care  providers  received  a  large  share  of  cardiac-related 
cases.  Home  health  care  use  also  tended  to  be  the  more  preva- 
,  lent  post-acute  care  provider  in  DRGs  with  low  post-acute 
care  use  rates.  Discharges  to  rehabilitation  hospitals  tended 
to  be  concentrated  in  a  relatively  small  number  of  DRGs  with 
relatively  high  post-acute  use  rates.  Long-term  care  hospitals 
received  a  fairly  substantial  share  of  patients  requiring  ventila- 
tor support  (DRGs  483  and  475),  but  otherwise  the  types  of 
patients  seen  were  spread  over  a  large  number  of  DRGs. 

Skilled  Nursing  Facilities 

The  most  common  DRGs  preceding  a  stay  in  a  skilled  nursing 
facility  were  for  a  variety  of  conditions,  ranging  from  major 
joint  procedures  (DRG  209)  and  stroke  (DRG  14)  to  heart 
i   failure  and  shock  (DRG  127)  and  simple  pneumonia  (DRG 
89)  (see  Table  6-9).  A  total  of  13  DRGs  accounted  for  half 
of  all  post-acute  care  use  in  the  SNF  setting. 

Home  Health  Agencies 

The  10  DRGs  with  the  largest  number  of  home  health  cases 
I  accounted  for  35  percent  of  the  post-hospital  home  health 
:  episodes  (see  Table  6-10).  Among  the  most  frequent  diagnoses 
were  a  number  of  cardiac  related  DRGs,  including  heart  fail- 
ure and  shock  (DRG  127)  and  coronary  bypass  surgery  (DRGs 
106  and  107).  Major  joint  and  limb  procedures  (DRG  209) 


and  simple  pneumonia  (DRG  89)  were  also  among  the  diag- 
noses with  a  large  volume  of  home  health  use.  Home  health 
services  were  generally  the  most  frequent  post-acute  care  for 
DRGs  with  below-average  post-acute  care  use  rates. 

Rehabilitation  Facilities 

Rehabilitation  facility  stays  were  generally  preceded  by  acute 
care  inpatient  hospital  stays  that  eventually  require  some 
form  of  rehabilitation  therapy  (see  Table  6-11).  This  is  not 
surprising  because  Medicare  requires  that  beneficiaries  have 
a  minimum  of  three  hours  of  therapy  daily  during  their  reha- 
bilitation facility  stay  Medicare  also  stipulates  that  at  least 
75  percent  of  the  facilities'  patients  are  being  treated  for 
one  of  10  specific  conditions,  most  of  which  are  related  to 
musculoskeletal  and  neurological  disorders.  Accordingly, 
beneficiaries  were  concentrated  in  relatively  few  DRGs.  Over 
half  the  patients  who  used  a  rehabilitation  facility  immediately 
after  discharge  from  an  acute  care  hospital  were  in  three 
DRGs:  major  joint  and  limb  procedures  (DRG  209),  stroke 
(DRG14),  and  hip  and  femur  procedures  (DRG  210). 
Two-thirds  of  rehabilitation  cases  were  in  just  10  DRGs. 
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Table  6-12 

Diagnoses  With  Highest  Number  of  Beneficiaries  Using  Long-Term  Care  Hospitals  Within  One  Day 
of  Discharge  from  an  Acute  Care  Hospital,  Fiscal  Year  1996 


DRG 

Description 

Discharges  to  Long- 
Term  Care  Hospitals 

Total  Percent 

Percent  of 
Post-Acute  Cases 
Discharged 
to  Long-Term 
Care  Hospitals 

Percent  of 
Long-Term 
Care 

Hospitals 

483 

Tracheostomy  except  for  face  mouth  and  neck  diagnoses 

4,578 

18.9% 

27.8% 

13.9% 

1 4 

9npnfir  rprphrnvasn ilpr  HKnrHpr^  pxrpnt  tr^fKipnt  Kfhpmir  Att^rk 

2,856 

09 

1  8 

8.6 

209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

2,028 

0.6 

0.9 

6  1 

475 

Respiratory  system  diagnosis  with  ventilator  support 

1,300 

23 

6.0 

3.9 

79 

Respiratory  infections  and  inflammations  with  CC 

1,161 

0  6 

1.9 

3.5 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

1,073 

08 

1.2 

3.2 

88 

Chronic  obstructive  pulmonary  disease 

1,040 

0,3 

1.9 

3.1 

127 

Heart  failure  and  shock 

989 

0.2 

0.8 

3.0 

89 

Simple  pneumonia  and  pleurisy,  age  >17  with  CC 

674 

02 

0.8 

2.0 

415 

Septicemia,  age  >17 

671 

0.4 

1.4 

2.0 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1 996  but  ended  in  fiscal  year  1 997. 
DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  data  from  the  Health  Care  Financing  Administration. 


Table  6-13 

Acute  Care  Hospital  Length  of  Stay,  by  Diagnosis  and  Post-Acute  Care  Provider  Use,  Fiscal  Year  1996 


Length  of  Stay  (In  Days) 


Total  Number 

Post-Acute 

No  Post-Acute 

DRG 

Description 

of  Discharges 

Care  Use 

Care  Use 

Difference 

209 

Maior  joint  and  limb  reattachment  procedure  of  lower  extremity 

336,366 

5  7 

57 

-0.1 

14 

Specific  cerebrovascular  disorders  except  transient  ischemic  attack 

310.468 

7.6 

5.9 

1.7 

127 

Heart  failure  and  shock 

627,260 

7.6 

53 

2.3 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

133,123 

7  2 

7  4 

-0.2 

89 

Simple  pneumonia  and  pleurisy,  age  >17  with  CC 

381,594 

7  9 

6  1 

1.8 

79 

Respiratory  infections  and  inflammations  with  CC 

197,486 

9.9 

8.2 

1.7 

88 

Chronic  obstructive  pulmonary  disease 

334,419 

7.1 

5.2 

1.9 

298 

Nutritional  and  miscellaneous  metabolic  disorders,  age  >17  with  CC 

212,857 

7.2 

50 

2.2 

148 

Major  small  and  large  bowel  procedures  with  CC 

132,007 

145 

10.9 

3.6 

416 

Septicemia,  age  >17 

172,950 

94 

7.5 

!  9 

106 

Coronary  bypass  with  cardiac  catheterization 

98,459 

12.1 

10.0 

2  1 

320 

Kidney  and  urinary  tract  infections,  age  >17  with  CC 

164,540 

6  9 

5  4 

1  5 

121 

Circulatory  disorders  with  AMI  and  cardiovascular  complication 

126,732 

96 

6  9 

2.7 

174 

Gastrointestinal  hemorrhage  with  CC 

217,085 

72 

4.7 

2.4 

478 

Other  vascular  procedures  with  CC 

118,116 

11  5 

62 

5.3 

107 

Coronary  bypass  without  cardiac  catheterization 

63,067 

8  9 

73 

1.6 

113 

Amputation  for  circulatory  system  disorders  except  upper  limb  and  toe 

42,134 

13.2 

11.7 

1.6 

239 

Pathological  fractures  and  musculoskeletal  and  connective  tissue  malignancy 

55,813 

7  1 

64 

0.7 

243 

Medical  back  problems 

76,887 

6.1 

4  6 

1.5 

15 

Transient  ischemic  attack  and  precerebral  occlusions 

136,604 

5.7 

3.6 

2.0 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1 996  but  ended  in  fiscal  year  1 997. 
Differances  may  not  sum  due  to  rounding.  DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity.  AMI  =  acute  myocardial  infarction. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  data  from  the  Health  Care  Financing  Administration. 
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Table  6-14 


Post-Acute  Care  Provider  Use  Within  One  Day  of  Discharge  from  an  Acute  Care 
Hospital,  by  Selected  Beneficiary  Characteristics,  Fiscal  Year  1996  (In  Percent) 


Characteristics 


Use  of  Any 
Post-Acute 
Care  Provider 


Post-Acute  Provider  Type 


Skilled  Nursing    Home  Rehabilitation  Long-Term 

Facility  Health  Agency3    Facility"  Care  Hospital" 


23.0% 


11.2% 


8.7% 


2.8% 


0.3% 


Age 


<65 
65-74 
75-84 
85  + 


11.0 
18.3 
27.3 
34.8 


3  9 
6.7 
13.5 
23.1 


5.3 
86 
10.0 
89 


1.5 
2  B 
3.4 
2  5 


0  3 
0.3 
0  4 
03 


Medicare  status 

Aged  24.9 

Disabled  11.2 

End-stage  renal  disease  8.2 


12.4 

4.C 
2.7 


92 
5.4 

4.2 


30 
1  5 
1  1 


0  3 
03 
0  2 


Women 
Men 


25.6 
19.7 


13.1 


9  0 

82 


3.1 
23 


03 
0  3 


NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations. 

'  Home  health  post-acute  use  only  includes  home  health  episodes  that  began  after  an  acute  care  hospital  stay. 

s  Rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended  in  fiscal  year  1997 
are  not  included.  These  numbers,  therefore,  slightly  underestimate  post-acute  service  use. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home  health  claims  data  from  the  Health 
Care  Financing  Administration 


Long-Term  Care  Hospitals 

Compared  with  beneficiaries  admitted  to  rehabilitation  facili- 
ties, those  who  went  on  to  long-term  care  hospitals  after  an 
acute  inpatient  stay  had  a  wider  range  of  medical  conditions 
(see  Table  6-12).  The  largest  numbers  of  patients  had  been 
assigned  to  DRGs  for  tracheostomy  (DRG  483),  stroke  (DRG 
14),  major  joint  and  limb  procedures  (DRG  209),  and  respira- 
tory- system  diagnoses  with  ventilator  support  (DRG  475). 
These  four  DRGs  accounted  for  about  a  third  of  all  previously 
hospitalized  patients  in  long-term  care  hospitals.  The  top  10 
DRGs  accounted  for  about  half  of  all  post-acute  long-term 
care  hospital  use. 

Post-Acute  Care  Use  and  Hospital  Length  of  Stay 

The  relationship  between  post-acute  care  pro\ider  use  and 
acute  inpatient  length  of  stay  may  suggest  important  differ- 
ences in  patient  populations  or  patterns  of  care.  For  most 
DRGs,  beneficiaries  who  used  a  post-acute  care  provider 
immediately  after  a  hospitalization  had  longer  inpatient  stays 
than  those  who  did  not  (see  Table  6-13).  Patients  who  had 
a  stroke  (DRG  14)  and  used  post-acute  care,  for  instance, 


staved  in  an  acute  care  hospital  an  average  of  7.6  days.  By 
contrast,  the  average  stay  for  those  who  did  not  use  post-acute 
care  was  5.9  days.  The  average  difference  at  the  DRG  level 
was  2.2  days.  The  longer  inpatient  stay  indicates  that  beneficia- 
ries who  used  post-acute  care  services  immediately  after 
discharge  were  likely  sicker  than  those  who  did  not. 

There  were  some  DRGs,  however,  in  which  patients  who 
used  post-acute  care  providers  immediately  after  discharge 
had  similar  or  shorter  average  inpatient  stays  than  those  who 
did  not.  This  includes  the  five  DRGs  with  the  highest  post- 
acute  use  rates  as  well  as  some  psychiatric-related  DRGs. 
This  may  mean  that  treatment  protocols  had  been  set  for 
this  group  of  cases  that  allowed  for  shorter  hospital  stays  for 
patients  who  used  post-acute  care.  Further,  since  such  a  large 
share  of  beneficiaries  in  these  DRGs  used  post-acute  care 
services,  severity  of  illness  may  not  have  been  be  a  major 
factor  in  determining  use  of  these  services.  Moreover,  a  large 
share  of  patients  who  did  not  use  one  of  the  post-acute  care 
settings  included  in  this  analysis  may  have  used  some  other 
type  of  post-acute  care  facility,  such  as  an  outpatient  rehabili- 
tation provider. 
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Table  6-15 


Post-Acute  Care  Provider  Use  Following  Discharge  from  an  Acute  Care  Hospital,  by  Beneficiary  Age 
and  Diagnoses  with  the  Largest  Number  of  Post-Acute  Cases,  Fiscal  Year  1996  (In  Percent) 


Age 


DRG 

Description 

All 

<65 

65-74 

75-84 

85+ 

Ail 

23.0% 

1 1 .0% 

18.3% 

27.3% 

34.8' 

209 

Major  joint  and  limb  reattachment  procedures  of  lower  extremity 

65.7 

53.8 

61.2 

70.3 

71.4 

14 

Specific  cerebrovascular  disorders  except  TIA 

50.7 

39.2 

45.5 

53.5 

55.9 

127 

Heart  failure  and  shock 

19.2 

8  1 

13.4 

20.8 

28.0 

210 

Hip  and  femur  procedures  except  major  joint,  age  >1 7  with  CC 

67.4 

49.5 

66.2 

69.5 

67.4 

89 

Simple  pneumonia  and  pleurisy  age  >17  with  CC 

22.5 

8.6 

14.8 

24.8 

33.1 

79 

Respiratory  infections  and  inflammations  age  >17  with  CC 

30.6 

17.1 

24.7 

33.0 

37.3 

88 

Chronic  obstructive  pulmonary  disease 

164 

82 

13.5 

20.5 

26.9 

296 

Nutritional  and  miscellaneous  metabolic  disorders  age  >17  with  CC 

23.3 

8.3 

16.7 

26.6 

32.7 

148 

Major  small  and  large  bowel  procedures  with  CC 

37.4 

28.2 

29.6 

41.7 

53.1 

416 

Septicemia  age  >17 

27.9 

16.3 

21.9 

30.3 

36.3 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home  health 
episodes  that  began  before  the  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1 996  but  ended  in  fiscal  year  1997. 
DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity.  TIA  =  transient  ischemic  attack. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home  health  claims  data  from  the  Health  Care  Financing  Administration. 


Between  fiscal  year  1994  and  fiscal  year  1996,  the  average 
inpatient  length  of  stay  for  Medicare  beneficiaries  dropped 
from  7.0  days  to  6.1  days.  Growth  in  the  use  of  post-acute 
care  services  may  explain  some  of  this  drop  in  inpatient  length 
of  stay.  Among  the  10  DRGs  with  the  largest  number  of  post- 
acute  users,  inpatient  length  of  stay  dropped  by  1.3  to  2.0 
patient  days  for  post-acute  care  users,  compared  with  0.6  to 
1.8  days  for  nonusers.  For  every  DRG  in  this  group,  the  drop 
in  length  ot  stay  was  greater  for  the  cases  that  went  on  to  use 
post-acute  care  than  for  cases  that  did  not.  The  greater  drop  in 
length  of  stay  for  post-acute  care  users  may  reflect  post-acute 
care  being  used  earlier  in  a  patient  s  continuum  of  care,  there- 
in decreasing  the  time  spent  in  the  hospital. 

VARIATION  IN  POST-ACUTE  PROVIDER  USE  BY 
PATIENT  CHARACTERISTICS 

Post-acute  provider  use  is  strongly  related  to  beneficiary  age. 
In  1996,  IS  percent  of  patients  age  65  to  74  used  a  post-acute 
care  provider  immediately  after  discharge  from  a  hospital, 
compared  with  35  percent  of  those  age  85  and  over 
(see  Table  6-14).  Women  were  also  more  likely  then  men 
to  use  post-acute  care  providers. 


For  most  DRGs,  the  proportion  of  patients  using  post-acute 
providers  immediately  following  discharge  from  the  hospital 
increased  with  age.  Moreover,  differences  in  the  use  by  age 
can  be  substantial — patients  age  85  and  older  had  post-acute 
provider  use  rates  that  ranged  from  10  to  23  percentage  points 
higher  than  those  for  patients  age  65  to  74  across  9  of  the 
10  high  volume  post-acute  use  DRGs  (see  Table  6-15).  The 
one  exception  was  for  hip  and  femur  procedures  (DRG  210), 
where  post-acute  care  use  rates  were  similar  across  all  age 
groups.  The  greater  use  of  post-acute  care  by  older  patients  is 
likely  related  to  severity  of  illness  and  the  frailty  of  the  patient. 

The  type  of  post-acute  care  used  also  varies  with  age.  Home 
health  care  was  the  most  frequently  used  post-acute  service 
for  younger  patients,  whereas  skilled  nursing  facilities  were 
the  most  common  provider  for  older  patients.  The  proportion 
of  hospital  discharges  to  skilled  nursing  facilities  increased 
with  beneficiary  age,  from  6.7  percent  of  patients  age  65  to 
74  to  23.1  percent  for  patients  age  85  and  over.8  There  was 
substantially  less  variation  across  the  age  groups  in  post-acute 
utilization  rates  for  rehabilitation  facilities,  long-term  care 
hospitals,  and  home  health  agencies,  however.  Home  health 
care  and  rehabilitation  facility  use  rates  increased  relatively 


r  The  higher  use  of  skilled  nursing  facilities  by  older  beneficiaries  may  partially  reflect  nursing  home  residents  returning  to  their 
place  of  residence. 
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Figure  6-1 


Change  in  the  Proportion  of  Discharges  Followed  by 
Use  of  a  Post-Acute  Care  Provider  Within  One  Day  of 
Discharge  From  an  Acute  Care  Hospital,  by  Beneficiary 
Age,  Fiscal  Years  1994  to  1996 


Percent 

~20 


-1  7 


-5  <65  65-74  75-84  85+ 

Age 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care 
hospital  are  excluded  from  the  calculations. 

SOURCE:  Medicare  Payment  Advisory  Commission  Analysis  of  MedPAR  data  from 
the  Health  Care  Financing  Administration. 


gradually  with  age  through  the  75  to  84  age  group,  then  fell 
slightly  for  the  85  and  over  age  group.  The  lower  utilization 
for  rehabilitation  facilities  for  the  oldest  beneficiary  group  may 
be  due  to  the  inability  of  many  of  those  patients  to  sustain 
three  hours  of  daily  therapy.  Lower  home  health  care  use  for 
the  oldest  age  group  may  be  related  to  the  greater  frailty  of 
these  beneficiaries  and  the  smaller  likelihood  of  having  familial 
care  givers  at  home. 

Growth  in  the  percentage  of  hospitalized  beneficiaries  using 
post-acute  care  providers  between  fiscal  year  1994  and  fiscal 
year  1996  varied  by  age  (see  Figure  6-1).  Post-acute  use  rates 
grew  for  younger  patients  and  fell  for  the  oldest.  Use  rates 
grew  by  15.8  percent  for  the  age  65  to  74  age  group,  and  by 
6.2  percent  for  the  75  to  84  age  group.  Post-acute  use  fell  by 
1.7  percent  for  patients  age  85  and  over.  The  greater  growth 
for  younger  beneficiaries  is  consistent  with  expanding  use  of 
post-acute  care  across  a  more  diverse  set  of  cases. 


DIFFERENCES  IN  USE  ACROSS  HOSPITALS 

Whether  a  hospital  owns  a  post-acute  care  facility,  where  it 
is  located,  and  its  size  are  all  related  to  patients'  use  of  post- 
acute  care.  A  large  proportion  of  hospitals  either  have  SNF 
swing  beds  or  own  a  SNF,  a  distinct-part  rehabilitation  unit, 
or  a  home  health  agency.  In  fiscal  year  1994,  use  of  post-acute 
care  providers  was  about  10  percent  higher  in  hospitals  that 
owned  a  post-acute  care  provider.  In  addition,  beneficiaries 
who  used  post-acute  care  had  shorter  acute  inpatient  stays 
when  they  were  treated  in  hospitals  that  owned  a  post-acute 
care  provider  (ProPAC  1996). 

There  are  a  number  of  reasons  why  the  presence  of  a  post- 
acute  care  provider  on  site  is  associated  with  more  frequent 
use  and  shorter  hospital  stays.  Clearly,  hospitals  have  financial 
incentives  to  use  on-site  post-acute  care  capacity  to  generate 
revenue.  In  addition,  patients  in  these  hospitals  might  be  more 
likely  to  use  post-acute  care  because  it  is  easier  to  arrange 
the  transfer  and  provision  of  care.  Moreover,  the  presence 
of  on-site  post-acute  care  may  allow  for  earlier  use  of  such 
care.  It  is  also  possible  that  hospitals  that  treat  patients  who 
are  likely  to  need  post-acute  services  have  disproportionately 
developed  this  capacity. 

Hospital  location  and  size  also  influence  the  use  of  post-acute 
care.  Beneficiaries  who  received  care  in  hospitals  in  large 
urban  areas  used  post-acute  care  providers  more  often  than 
would  be  expected,  given  the  hospitals'  mix  of  patients  (see 
Table  6-16).9  Those  discharged  from  hospitals  in  rural  and 
other  urban  areas  used  post-acute  care  less  than  would  be 
expected.  Use  was  lower  in  urban  hospitals  with  more  than 
400  beds  but  higher  in  smaller  urban  hospitals.  Among  rural 
hospitals,  beneficiaries  in  larger  hospitals  generally  used 
post-acute  care  less  than  those  in  smaller  facilities,  but  across 
all  rural  hospitals,  use  was  lower  than  would  be  expected. 
Beneficiaries  discharged  from  government-owned  hospitals 
had  lower  post-acute  use  rates  than  private  hospitals.  Major 
teaching  hospitals  had  post-acute  use  rates  that  were  slightly 
higher  than  expected. 

Beneficiary  use  of  post-acute  care  providers  also  varied  by 
region.  Post-acute  provider  use  rates  were  substantially  higher 
than  expected  in  the  New  England  region  than  in  other  areas. 
Use  in  the  Middle  Atlantic  and  Pacific  regions  was  also  higher 
than  expected.  Beneficiaries  in  the  East  South  Central  region 
had  much  lower  use  rates  than  would  be  expected.  Those  in 
the  South  Atlantic  and  West  South  Central  regions  also  had 
lower  use. 


5  Expected  post-acute  use  rates  are  based  on  the  average  post-acute  use  rate  given  the  age  and  DRG  mix  for  patients  in 
each  hospital  group. 
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Table  6-16 


Actual  and  Expected  Post-Acute  Care  Provider 
Use  Within  One  Day  of  Discharge  from  an  Acute 
Care  Hospital,  by  Hospital  Group,  Fiscal  Year  1996 
(In  Percent) 

Percent 


Hospital  Group 

Actual 

Expected* 

Difference 

All  hospitals 

23.0% 

23.0% 

Large  urban 

24.9 

23  1 

7.8% 

Other  urban 

22.4 

23.2 

-3  5 

Rural 

19.8 

22  7 

-12.6 

Major  teaching 

22.8 

21.7 

5  3 

Other  teaching 

23.2 

23.3 

-0  2 

Non-teaching 

22.9 

23.2 

-1  1 

Urban  <  100  beds 

24.5 

23.5 

43 

Urban  100-199  beds 

25.1 

235 

7  1 

Urban  200  -  299  beds 

24.4 

00  A 

ISA 

4  S 

Urban  300-399  beds 

23.4 

23.2 

1  4 

Urban  400-499  beds 

22.4 

22.6 

-0  6 

Urban  500+  beds 

22.3 

22.4 

-0  6 

Rural  <50  beds 

19.2 

21.8 

-1 1.6 

Rural  50-99  beds 

20.1 

22.9 

-12.3 

Rural  100-149  beds 

20.7 

23  1 

-10.5 

Rural  150-199  beds 

195 

23.0 

-14.9 

Rural  200+ beds 

19  1 

22.5 

-15.3 

New  England 

30.2 

OO  A 

23.4 

90  9 

Middle  Atlantic 

9  A  C 

Z4.0 

LSA 

Q  9 

South  Atlantic 

21  1 

22.5 

-7  4 

East  North  Central 

23.0 

22.8 

-0  5 

East  South  Central 

16.9 

23  1 

-22.2 

West  North  Central 

24.0 

243 

-I  4 

West  South  Central 

21.8 

23.0 

-5  4 

Mountain 

25.0 

23.9 

45 

Pacific 

25  7 

23.6 

8.7 

Voluntary 

23.6 

23.2 

1  4 

Proprietary 

24.4 

23.4 

4  1 

Urban  government 

20.0 

21  4 

-6.4 

Rural  government 

18.6 

22.3 

-16.6 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care 
hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include 
home  health  episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation 
facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended 
in  fiscal  year  1997. 

*  Expected  post-acute  use  rates  are  based  on  the  average  use  rate  given  the  age 
and  diagnosis-related  group  (DRG)  mix  for  patients  in  each  hospital  group. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  and  home 
health  claims  data  from  the  Health  Care  Financing  Administration. 


EXPANSION  OF  MEDICARE'S  TRANSFER 
PAYMENT  POLICY 

The  Balanced  Budget  Act  of  1997  expanded  the  definition  of 
cases  considered  to  be  transfers  to  include  cases  in  selected 
DRGs  that  are  discharged  to  non-PPS  hospitals  or  units  or  to 
skilled  nursing  facilities  or  hospital  swing  beds.  Beneficiaries 
who  receive  home  care  from  a  home  health  agency  would 
also  be  included  in  the  expanded  definition  if  they  were  in 
one  of  the  selected  DRGs,  and  the  home  health  services  they 
received  were  related  to  the  condition  or  diagnosis  associated 
with  the  inpatient  stay.  Starting  in  fiscal  year  1999,  the 
Secretarv  of  Health  and  Human  Services  will  select  10 
DRGs  for  which  subsequent  post-hospital  use  of  one  of  these 
providers  will  classify  the  case  as  a  transfer  for  Medicare 
payment.  The  list  of  DRGs  can  be  augmented  in  fiscal  year 
2001  or  later  by  the  Secretary. 

Prior  to  the  BBA,  a  case  was  considered  a  transfer  onlv  if  the 
patient  was  discharged  from  one  PPS  hospital  and  immediately 
admitted  to  another  PPS  hospital.10  In  fiscal  year  1996,  about 
2.S  percent  of  PPS  hospital  admissions  resulted  in  a  transfer 
to  another  PPS  hospital. 

Transfer  cases  are  paid  a  per  diem  payment  determined  by 
dividing  the  full  DRG  payment  for  a  case  by  the  geometric 
mean  length  of  stay  for  the  DRG."  Hospitals  receive  twice 
the  per  diem  amount  for  the  first  day  of  care  and  the  per 
diem  amount  for  all  subsequent  days  of  care  up  to  the  full 
DRG  payment  for  the  case.  Very  expensive  cases  may  qualify 
for  cost  outlier  payments  as  well. 

Under  die  expanded  definition  of  transfers,  the  Secretary  can 
provide  a  modified  transfer  payment  in  DRGs  for  which  a 
substantial  portion  of  the  cost  of  care  is  incurred  in  the  early 
days  of  an  inpatient  stay.  The  modified  payment  can  be  no 
more  than  the  average  of  the  transfer  payment  and  the  full 
DRG  payment.  The  Secretary  will  determine  which  DRGs 
qualify  for  this  modified  transfer  payment  and  exactly  how 
they  should  be  paid.  Mollified  transfer  payments  are  most 
likely  to  be  applied  to  surgical  DRGs,  in  which  patient  care 
costs  tend  especially  to  be  concentrated  around  the  surgery, 
which  generally  takes  place  early  in  a  patient  stay. 


10  Discharges  to  a  hospital  that  is  excluded  from  PPS  because  of  participation  in  a  statewide  cost  control  program  or  demonstration 
are  also  considered  transfers. 

"  The  geometric  mean  length  of  stay  reduces  the  influence  of  extreme  values.  Because  hospital  stays  can  be  very  long,  the 
geometric  mean  length  of  stay  is  lower  than  the  arithmetic  mean  length  of  stay. 
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Table  6-17 


Effect  of  Changes  in  Medicare's  Prospective  Payment  System  Hospital  Transfer  Policy  for  Selected  Diagnoses, 
Fiscal  Year  1996 


DRG  Description 


Total  Number 
of  Discharges 


Percent  of 
Discharges  to 
Post-Acute 
Care  Providers 


Percent 
of  Cases 
Affected  by 
Transfer  Policy 


Proportion 
Percentage     of  Total 
Reduction  in    Reduction  in 
Payments3      Payments b 


All  DRGs 


9.391498 


23  4% 


5.4% 


1  8% 


100.0% 


DRGs  with  largest  financial  impact  from  expanded  transfer  policy 


483 

Tracheostomy  except  for  face,  mouth,  and  neck  diagnoses 

24,010 

68.2 

29.9 

10.4 

16.2 

209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

336,366 

65.8 

25.1 

3  8 

11.4 

106 

Coronary  bypass  with  cardiac  catheterization 

38,459 

40.9 

13  1 

2  6 

5  8 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

133,123 

67.7 

26.7 

5  3 

5  2 

148 

Major  small  and  large  bowel  procedures  with  CC 

132,007 

37.5 

12.0 

2.5 

4  5 

14 

Specific  cerebrovascular  disorders  except  TIA 

310,468 

50.9 

15.0 

2  4 

3.5 

113 

Amputation  for  circulatory  system  disorders  except  upper  limb  and  toe 

42,134 

55.5 

23.5 

/  5 

3.4 

79 

Respiratory  infections  and  inflammations  with  CC 

197,486 

30.9 

7.8 

2  I 

2.7 

415 

O.R.  procedure  for  infections  and  parasitic  diseases 

ion on 

38.320 

40.8 

14.0 

4  6 

2  5 

468 

Extensive  O.R.  procedure  unrelated  to  principal  diagnosis 

54,365 

35.9 

8  4 

2  6 

2  I 

DRGs  with  largest  number  of  post-acute  cases 

209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

336,366 

65.8 

25.1 

3  8 

11.4 

14 

Specific  cerebrovascular  disorders  except  TIA 

310,468 

50.9 

15.0 

2  4 

3  5 

127 

Heart  failure  and  shock 

627,260 

19.3 

3  3 

0  6 

I  7 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

133,123 

67.7 

26.7 

5  3 

5  2 

89 

Simple  pneumonia  and  pleurisy,  age  >17  with  CC 

33 i  594 

22.8 

5  3 

1  0 

1.7 

79 

Respiratory  infections  and  inflammations  with  CC 

197,486 

30.9 

7  8 

2  I 

2.7 

88 

Chronic  obstructive  pulmonary  disease 

004,4  1  O 

1  R  fi 
DO 

J  u 

n  R 

u  u 

0  8 

'  296 

Nutritional  and  miscellaneous  metabolic  disorders,  age  >17  with  CC 

212,857 

24.4 

54 

0  9 

0.7 

148 

Major  small  and  large  bowel  procedures  with  CC 

132,007 

37.5 

120 

2  3 

4  3 

i  416 

Septicemia,  age  >17 

172,950 

28.1 

48 

1.1 

I  2 

DRGs  with  highest  proportion  of  cases  using  post-acute  care : 

471 

Bilateral  or  multiple  major  joint  procedures  of  lower  extremity 

11,183 

75.5 

25.6 

56 

0  9 

483 

Tracheostomy  except  for  face,  mouth,  and  neck  diagnoses 

24,010 

68.2 

29.9 

10.4 

16.2 

485 

Limb  reattachment,  hip  and  femur  procedures 

3,136 

67.9 

33.4 

8  0 

0  3 

210 

Hip  and  femur  procedures  except  major  joint,  age  >17  with  CC 

133,123 

67.7 

26.7 

5  3 

5.2 

209 

Major  joint  and  limb  reattachment  procedure  of  lower  extremity 

336,366 

65.8 

25.1 

3.8 

11.4 

211 

Hip  and  femur  procedures  except  major  joint  age  >1 7  without  CC 

24,347 

65.0 

10.4 

2  3 

0.3 

482 

Tracheostomy  for  face,  mouth,  and  neck  diagnoses 

6,509 

59.3 

23.9 

6  2 

0  6 

236 

Fractures  of  hip  and  pelvis 

34,826 

56.1 

17.7 

2.3 

0.2 

,  113 

Amputation  for  circulatory  system  disorders,  except  upper  limb  and  toe 

42,134 

55.5 

23.5 

7.5 

34 

126 

Acute  and  subacute  endocarditis 

3,940 

52.5 

18.3 

54 

0  7 

NOTE:  Cases  where  the  patient  died  or  was  transferred  to  another  acute  care  hospital  are  excluded  from  the  calculations.  Post-acute  care  use  does  not  include  home 

health  episodes  that  began  before  a  patient  was  hospitalized  or  rehabilitation  facility  and  long-term  care  hospital  stays  that  began  in  fiscal  year  1996  but  ended 

in  fiscal  year  1997.  Post-acute  use  includes  cases  discharged  to  PPS-excluded  psychiatric  hospitals  and  units.  Data  excludes  cases  with  length  of  stays  that  are  considered 

statistical  outliers.  DRG  =  diagnosis-related  group.  CC  =  complication  and/or  comorbidity.  TIA  =  transient  ischemic  attack.  O.R.  =  operating  room. 

'  Assumes  transfer  payment  without  any  modifications.  Reduction  would  be  up  to  half  this  amount  if  the  modified  transfer  payment  were  used, 

4  Assumes  expanded  transfer  policy  is  applied  to  all  DRGs.  Assumes  transfer  payment  without  any  modifications. 

'•  DRGs  with  fewer  than  1,000  cases  were  excluded. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  MedPAR  data  from  the  Health  Care  Financing  Administration.  
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The  new  transf  er  policy  will  only  affect  payments  for  cases 
that  are  more  than  one  day  shorter  than  the  geometric  mean 
length  of  stay  for  the  DRG.  If  this  new  transfer  policy  had 
been  applied  to  all  discharges  that  immediately  used  a  post- 
acute  care  provider  or  PPS-excluded  hospital  or  unit  in  fiscal 
year  1996,  less  than  one  quarter  of  these  cases  (roughly  5 
percent  of  all  PPS  cases)  would  have  had  payments  reduced." 
The  proportion  of  cases  affected  by  the  transfer  policy  varies 
by  DRG  (see  Table  6-17).  For  example,  only  3  percent  of  the 
chronic  obstructive  pulmonary  disease  cases  (DRG  88)  would 
potentially  have  payments  reduced,  compared  with  30  percent 
of  patients  with  tracheostomies  (DRG  483). 

The  financial  impact  of  the  expanded  transfer  policy  would  be 
particularly  great  in  a  few  DRGs.  The  largest  effect  in  dollars 
would  be  on  tracheostomy  cases  (DRG  483),  which  alone 
would  account  for  about  one-sixth  of  total  payment  reductions 
under  the  policy  if  implemented  across  all  DRGs.  The  reason 
for  this  large  reduction  is  that  tracheostomy  cases  have  a  veiy 
long  length  of  stay  and  a  very  high  DRG  payment  rate.  In 
aggregate,  the  total  reduction  in  PPS  payments  across  all 
DRGs  for  cases  that  use  post-acute  care  services  immediately 
after  discharge  would  be  about  6  percent  if  the  transfer  policy 
applied  to  all  DRGS  and  the  modified  transfer  payment  was 


not  used.  This  is  equivalent  to  about  a  1.8  percent  reduction 
in  total  PPS  payments.  The  actual  effect  of  the  policy  that 
takes  effect  in  fiscal  year  1999  will  be  smaller. 

Medicare's  hospital  prospective  payment  system,  by  paying  a 
fixed  payment  per  case,  has  provided  hospitals  with  incentives 
to  reduce  inpatient  length  of  stay.  As  post-acute  care  providers 
increase  dieir  capabilities  to  treat  more  complex  patients, 
they  have  been  able  to  take  in  a  large  share  of  these  patients, 
furnishing  services  that  otherwise  would  have  been  provided 
in  the  acute  care  hospital.  Hospitals  receive  a  financial  benefit 
from  sending  patients  to  post-acute  settings,  since  they  get 
the  same  payment  whether  they  discharge  the  patient  to 
a  post-acute  care  setting  or  not.  Ry  treating  such  cases  as 
transfers,  however,  the  financial  benefit  of  discharging  these 
patients  to  post-acute  care  settings  will  be  reduced.  Hospitals 
will  be  financially  indifferent  to  the  decision  to  transfer  a 
patient  to  a  post-acute  setting  if  die  marginal  cost  of  care 
and  the  per  diem  payment  amounts  are  close.  Past  research 
has  shown  that  Medicare's  current  transfer  payment  method 
provides  a  reasonable  first  approximation  of  marginal 
cost  (Carter  and  Rumpel  1993).  These  payments  can  be 
modified  over  time  so  diey  can  track  marginal  cost  better. 
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Chapter  7 


Home  Health  Utilization 


Between  1988  and  1997,  Medicare  spending  for  home  health  services  grew  from 
S2  billion  to  over  SIT  billion.  Payments  per  visit  remained  relatively  stable  dur- 
ing that  period,  growing  an  average  of  2  percent  annually.  Spending  was  driven 
bv  growth  in  the  number  of  beneficiaries  receiving  home  care  and  increases  in 
the  number  of  visits  received  by  each  patient.  Since  1988,  the  number  of  benefi- 
ciaries receiving  home  health  care  has  doubled  while  the  number  of  visits  per 
user  has  more  than  tripled.  In  1997,  an  estimated  1  in  10  Medicare  beneficiaries 
received  home  health  care,  with  the  average  home  health  user  receiving  approxi- 
matelv  80  visits  that  year,  compared  with  23  in  1987  (see  Table  7-1). 


These  trends  have  raised  concern  among  policymakers  about 
whether  utilization  levels  are  appropriate.  Although  the 
home  health  benefit  was  originally  designed  to  provide  short- 
term  care  to  Medicare  beneficiaries  following  a  hospital 
stay,  utilization  patterns  no  longer  reflect  only  short-term 
use.  Some  Medicare  beneficiaries  rely  on  home  health  care 
to  meet  long-term,  chronic  care  needs.  Further,  current  law 
and  regulations  permit  extensive  use  of  home  health  services, 
recent  investigations  suggest  that  abusive  and  fraudulent 
behavior  in  the  home  health  industry  account  for  an  important 
share  of  Medicare  home  health  spending  (OIG  1997).  In 
response  to  these  concerns,  recent  legislative  reforms  included 
mechanisms  to  discourage  inappropriate  practices  in  the 
provision  of  home  care. 

Concern  about  the  rapid  growth  in  home  health  spending  has 
also  spurred  payment  reform.  The  Balanced  Budget  Act  of 
1997  ( BBA)  requires  the  Secretary  of  Health  and  Human 
Services  to  implement  a  prospective  payment  system  for 
home  health  services  by  fiscal  year  2000.  Ideally,  such  a  system 
would  provide  incentives  for  home  health  agencies  to  furnish 
clinically  appropriate  care  in  an  efficient  manner.  To  develop 
such  a  system,  better  understanding  of  factors  influencing 


home  health  utilization  is  essential,  and  new  approaches  to 
controlling  home  health  utilization  may  need  to  be  considered. 
For  example,  since  utilization  is  largely  responsible  for  driving 
expenditure  growth,  it  may  be  necessary  to  reexamine  the 
criteria  for  eligibility  and  coverage  to  control  that  growth.  In 
addition  to  providing  the  short-term,  post-acute  care  for  which 
it  was  originally  intended,  the  Medicare  home  health  benefit 
serves  some  of  the  long-term  care  needs  of  beneficiaries. 
The  difficult  question  is  whether  these  needs  should  be  met 
through  that  benefit. 

This  chapter  builds  on  work  conducted  by  the  Prospective 
Payment  Assessment  Commission  (ProPAC).  It  provides  a 
description  of  home  health  use  by  Medicare  beneficiaries  in 
fiscal  year  1996  and  compares  utilization  patterns  with  those  in 
fiscal  year  1994.  The  chapter  then  describes  variation  in  home 
health  use  by  geographic  region  and  beneficiary  characteristics. 
It  raises  issues  that  should  be  considered  in  designing  a  pay- 
ment system  and  offers  additional  approaches  for  containing 
home  health  expenditures.  The  chapter  concludes  with  a 
description  of  work  the  Medicare  Payment  Advisory 
Commission  (MedPAC)  intends  to  pursue  in  this  area. 
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Table  7-1 


Medicare  Home  Health  Use,  1983-1997 

Number  of 

Visits 

Beneficiaries 

Receiving  Home 

Per  Beneficiary 

Health  Services 

Number 

Using  Home 

Ypar 
leal 

/ 1  n  Thniic3nHc\ 

(III  IllUUodllUo/ 

/In  ThniiQ3nriQ\ 

(III  IllUUodliUo/ 

Hpslth  ^csr\/irpQ 
ncdiui  ociviuco 

1983 

1,318 

36,899 

28 

1984 

1,498 

40,420 

27 

1985 

1,549 

39,449 

25 

1986 

1,571 

37,997 

24 

1987 

1,544 

35,587 

23 

1988 

1,582 

37,130 

23 

1989 

1,685 

46,297 

27 

1990 

1,940 

69,389 

36 

1991 

2,226 

98,650 

44 

1992 

2,523 

132,494 

53 

1993 

2,868 

168,029 

59 

1994 

3,175 

220,495 

69 

1995 

3,457 

266,261 

77 

1996 

3,583 

283,939 

79 

1997* 

3,370 

269,919 

80 

*  Estimated 

SOURCE:  Health  Care  Financing  Administration,  Office  of  the  Actuary,  December,  1997. 

BACKGROUND 

To  qualify  for  services  under  Medicare's  home  health  benefit, 
a  beneficiary  must  be  homebound  and  require  intermittent 
skilled  nursing  services,  physical  therapy  or  speech  as  certified 
by  a  physician.  Once  eligible  for  the  benefit,  individuals  may 
receive  any  number  or  combination  of  these  qualifying  ser- 
vices as  well  as  occupational  therapy,  medical  social  services, 
and  home  health  aide  care  on  a  part-time  or  intermittent 
basis.1  Physicians  must  review  and  sign  the  home  health  plan 
of  care  every  62  days. 

The  current  benefit  is  the  product  of  a  series  of  legislative 
and  administrative  policies  that  were  implemented  during 
the  1980s.  These  policies  alternately  expanded,  contracted, 
and  expanded  again  the  use  of  home  health  care  and  Medicare 
spending  for  these  services.  Before  1980,  Medicare  beneficia- 
ries could  qualify  for  home  health  care  only  after  a  minimum 
3-day  hospital  stay,  and  beneficiaries  were  limited  to  100  home 
health  visits  annually.  The  Omnibus  Budget  Reconciliation 
Act  (OBRA)  of  1980  removed  the  hospital  stay  requirement 
and  visit  restriction,  allowing  more  beneficiaries  to  qualify  for 
home  health  care  and  permitting  more  visits  for  those  who 


qualify.  OBRA  1980  also  led  to  an  increase  in  the  number  of 
home  health  providers  by  allowing  proprietary  agencies  to  par- 
ticipate in  Medicare. 

In  the  mid-1980s,  the  Health  Care  Financing  Administration 
(HCFA)  made  changes  to  its  administrative  policies  that 
slowed  the  growth  in  home  health  spending  and  utilization. 
HCFA  instructed  its  fiscal  intermediaries  to  use  more  scrutiny 
in  reviewing  home  health  claims.  This  led  to  an  increase  in  the 
number  of  claims  denials.  In  addition,  HCFA  made  revisions 
to  the  home  health  coverage  guidelines  that  slowed  growth  in 
the  number  of  people  receiving  home  health  services  and 
reduced  the  number  of  visits  per  user.  These  coverage  changes 
were  the  basis  of  a  class  action  lawsuit  in  1988,  in  which  the 
U.S.  District  Court  for  the  District  of  Columbia  ruled  that 
HCFAs  interpretation  of  the  regulations  was  too  narrow.2 

As  a  result  of  the  court  decision,  HCFA  modified  its  regula- 
tions to  expand  the  home  health  eligibility  and  coverage 
guidelines  to  allow  individuals  to  receive  care  on  a  part-time 
or  intermittent  basis.  Largely  because  of  this  case,  both  the 
number  of  beneficiaries  receiving  home  health  services  and 
the  number  of  visits  per  user  began  to  climb.  Since  then, 


1  About  90  percent  of  home  health  services  are  for  home  health  aide  and  skilled  nursing  care.  Although  the  count  of  total  visits 
reflects  all  types  of  services,  this  analysis  focuses  on  skilled  nursing  and  aide  visits. 

In  Duggan  v.  Bowen,  619  F.  Supp.  1487  (D.D.C.  1998),  the  court  held  that  the  Secretary's  definition  of  the  part-time  and 
intermittent  coverage  was  contrary  to  the  Social  Security  Act  and  Congressional  intent. 
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1  budget  constraints  have  led  to  fewer  home  health  claims  being 
reviewed  bv  Medicare  fiscal  intermediaries,  resulting  in  fewer 
claims  denials  and  increased  expenditures. 

Bv  the  mid-1990s,  concern  about  inappropriate  utilization 
of  home  health  services  was  growing.  In  May  1995,  the 

.  Department  of  Health  and  Human  Services,  in  conjunction 
with  the  Department  of  Justice,  launched  a  series  of  investiga- 
tions in  five  states  to  identify  and  penalize  entities  that  vvillfullv 
defrauded  Medicare.  These  investigations,  known  as 
Operation  Restore  Trust,  focused  on  home  health  agencies  as 
well  as  skilled  nursing  facilities,  hospices,  and  durable  medical 
equipment  suppliers.  The  home  health  investigations  revealed 

'  inappropriate  practices  that  included  billing  Medicare  for 
home  health  visits  that  were  never  furnished:  visits  to  benefi- 

]  ciaries  who  did  not  meet  the  homebound  criteria;  visits  not 
authorized  by  a  physician;  and  visits  to  beneficiaries  who  did 

!  not  require  a  qualifying  service  (OIG  1997).  Manv  providers 

j  were  excluded  from  the  Medicare  program  following  these 
investigations  and  others  faced  heavy  fines  and  restitutions. 
In  addition  to  recovering  money  owed  to  the  Federal 

|  government,  the  investigations  may  have  played  a  role  in 
slowing  the  growth  of  home  health  expenditures  last  year. 

After  growing  about  S  percent  from  1995  to  1996.  preliminary 
estimates  indicate  that  home  health  spending  decreased 
slightly  between  1996  and  1997.  It  is  possible  that  some  home 
health  agencies  corrected  their  practices  to  avoid  suspicion 
and  possible  investigation.  Other  reasons  may  include  move- 
ment of  beneficiaries  to  managed  care  and  maturation  of  the 
home  health  market. 

In  response  to  the  rapid  increase  in  spending  during  the 
1980s  and  1990s,  the  Congress  enacted  provisions  in  the  BBA 
aimed  to  encourage  home  health  agencies  to  provide  care 
•  more  efficiently.  Under  the  BBA,  new  payment  limits  were 
;  implemented  in  fiscal  year  1998  as  an  interim  step  toward 
controlling  spending.  The  payment  limits  reflect  the  lower 
I  of  actual  costs,  105  percent  of  the  median  cost  per  visit  for 
free-standing  agencies,  or  a  blended  amount  based  on  agency- 
specific  and  regional  1994  average  costs  per  beneficiary. 
In  fiscal  year  2000,  limits  will  be  reduced  15  percent  under 
the  interim  system  if  a  prospective  payment  system  is  not 
implemented  timely. 

j  The  BBA  requires  that  the  prospective  payment  system 
account  for  the  number,  type,  and  duration  of  visits,  as  well  as 
differences  in  the  mix  of  services  and  costs  across  beneficiaries. 
While  the  unit  of  payment  for  the  system  has  not  been  speci- 
fied, previous  HCFA  research  suggests  that  payments  will  be 


based  on  episodes  of  care.  Setting  an  appropriate  payment 
amount  will  depend  on  the  development  of  a  case-mix  adjuster 
that  is  sensitive  to  cost  differences  across  types  of  patients.  In 
doing  so,  HCFA  will  be  challenged  by  what  appears  to  be 
wide  variation  in  beneficiary  service  needs. 

VARIATION  IN  SERVICE  USE 

The  use  of  home  health  services  varies  widely  among 
Medicare  beneficiaries.  The  majority  of  users  receive  few  visits 
while  a  small  proportion  of  beneficiaries  make  extensive  use 
of  home  health  care.  An  analysis  conducted  by  ProPAC  (1997) 
found  that  53  percent  of  beneficiaries  using  home  health 
services  in  fiscal  vear  1994  received  fewer  than  30  visits  each, 
accounting  for  approximately  10  percent  of  all  home  health 
visits.  In  contrast,  12  percent  of  individuals  used  150  visits 
or  more  and  accounted  for  53  percent  of  all  Medicare  home 
health  visits  that  year. 

Since  1994,  the  distribution  of  home  health  visits  has  shifted 
slightly.  The  share  of  all  home  health  users  who  receive  a 
small  number  of  visits  declined  while  the  percentage  of  heavy 
users — those  who  received  150  visits  or  more — increased.  In 
1996,  51  percent  of  home  health  users  received  fewer  than 
30  visits,  accounting  for  9  percent  of  total  home  health  visits 
that  year  (see  Table  7-2).  Fifteen  percent  of  home  health  users 
received  150  visits  or  more,  accounting  for  59  percent  of  total 
visits.  Of  this  group,  almost  one-third  (or  5  percent  of  all 
users)  received  over  300  visits. 

The  average  number  of  visits  per  beneficiary  masks  wide  varia- 
tion in  home  health  utilization  across  the  country.  In  1996, 
home  health  users  in  the  West  South  Central  region  received 
about  2.5  times  more  visits  than  beneficiaries  using  home  care 
in  the  Mid-Atlantic  region  (see  Figure  7-1). 3  Physician  practice 
patterns,  supply  of  other  post-acute  providers,  and  differences 
in  patient  severity  may  contribute  to  this  variation.  Studies 
have  also  found  a  strong  positive  relationship  between  the 
number  of  home  health  visits  received  and  the  number  of 
home  health  agencies  located  in  a  region,  as  well  as  the  share 
of  proprietary  agencies  (Benjamin  1986;  Kenney  and  Dubay 
1992;  Schore  1994).  Another  study  has  shown  that  the  number 
of  Medicare  home  health  visits  per  user  was  higher  in  states 
with  relatively  low  Medicaid  home  health  spending  (Cohen 
and  Tumlinson  1997).  That  study  also  found  that  while  the 
supply  of  skilled  nursing  facilities  had  a  slightly  negative 
correlation  with  the  initial  use  of  Medicare  home  health 
services,  the  presence  of  these  providers  did  not  have  a  signifi- 
cant impact  on  the  total  number  of  home  health  services 


1  See  glossary  for  list  of  states  in  each  region. 
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Table  7-2 


Home  Health  Visits  Per  User,  Fiscal  Year  1996 


Share  of  Visits 

Number  of  Share  of  Skilled  Home 

Visits  Per  User  Total  Users  Total  Nursing  Health  Aide 


Total  100.0%  100.0%  100.0%  100.0% 


1-9 

22.2 

1  5 

28 

02 

10-29 

28.9 

7.1 

11.1 

2  ! 

30-49 

13  0 

69 

94 

3  4 

50-99 

14.6 

14  0 

17.2 

9  6 

100-149 

67 

11.2 

11.5 

10.7 

150-199 

47 

11.0 

9.2 

129 

200-249 

28 

8  6 

7.0 

10.3 

250-299 

20 

7.6 

5.6 

99 

300  + 

5  0 

32  1 

26.3 

40.8 

NOTE:  Columns  may  not  sum  to  100  due  to  rounding. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  a  20  percent  sample  of  fiscal  year  1 996  home  health  claims 
from  the  Health  Care  Financing  Administration. 


Table  7-3 


Share  of  Skilled  Nursing  and  Home  Health  Aide 
Visits  Per  User  As  a  Percentage  of  Total  Visits, 
Fiscal  Year  1996 


Share  of  Visits 


Number  of 

Skilled 

Home 

Visits  Per  User 

Nursing 

Health  Aide 

1-9 

75.5% 

6.4% 

10-29 

64.5 

14.5 

30  40 

56.5 

24.4 

50-99 

507 

33.7 

100-149 

42  2 

46.5 

150-199 

34  6 

576 

200-249 

33.7 

58.7 

250-299 

30.3 

63.5 

300  + 

33.7 

62.2 

NOTE:  Rows  will  not  sum  to  100.  Remaining  shares  represent  physical, 
occupational,  and  speech  therapy,  as  well  as  medical  social  services. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  a  20  percent  sample 
of  fiscal  year  1996  home  health  claims  from  the  Health  Care  Financing  Administration. 


furnished  per  user.  While  home  health  services  maybe 
substituting  for  care  furnished  by  other  providers,  it  is  difficult 
to  interpret  the  results  ol  these  studies  without  a  classification 
system  that  controls  for  differences  in  patient  needs  across 
settings. 


Home  health  users  differ  in  the  mix  of  services  they  receive  in 
addition  to  the  total  number  of  services.  In  1996,  individuals 
receiving  fewer  total  visits  used  a  greater  proportion  of  skilled 
nursing  visits  to  aide  visits.  Three-quarters  of  all  visits  fur- 
nished to  individuals  receiving  9  or  fewer  visits  were  for  skilled 
nursing  care,  while  home  health  aide  services  accounted  for 
6  percent  of  the  total  visits  received  by  that  group  (see  Table 
7-3).  Individuals  who  used  100  visits  or  more  received  a 
greater  share  of  aide  visits,  suggesting  that  these  beneficiaries 
have  more  personal  care  needs.  About  three-fifths  of  all  visits 
received  by  the  heaviest  users  were  home  health  aide  visits 
while  one-third  of  the  visits  were  for  skilled  nursing  care. 

To  better  understand  home  health  utilization  patterns, 
MedPAC  also  examined  episodes  of  home  health  care.  Each 
episode  was  defined  by  a  series  of  visits  during  fiscal  year 
1 996  that  was  preceded  and  followed  by  60  days  without  visits. 
Episodes  were  categorized  as  short  (lasting  from  one  to  30 
davs),  medium  (31-120  days),  long  (121  to  165  days),  or  very 
long  (166  to  366  days).  Episodes  that  had  neither  a  60-day 
gap  before  nor  a  60-day  gap  after  home  health  use  were 
categorized  as  continuous.  Approximately  35  percent  of 
episodes  studied  had  a  60-day  gap  either  before  or  after  the 
series  of  visits,  but  not  both.  These  episodes  were  categorized 
as  cross-over  episodes." 


4  Cross-over  episodes  may  fall  into  any  of  the  other  episode  categories  but  because  of  data  limitations,  we  are  unable  to  determine 
their  length. 
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Figure  7-1 


Average  Home  Health  Visits  Per  User,  by  Region,  1996 


Number  of  Visits  Per  User 
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NOTE:  Regions  are  based  on  location  of  the  service  provider. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  a  20  percent  sample  of  fiscal  year  1996  home  health  claims  from 
the  Health  Care  Financing  Administration. 


In  1996,  nearly  half  of  all  episodes  w  ere  of  short  or  medium 
duration  while  about  11  percent  lasted  longer  than  12  months 
(see  Table  7-4).  Short-  and  medium-length  episodes  accounted 
for  slightly  more  than  16  percent  of  all  home  health  \isits, 
while  38  percent  of  the  visits  occurred  during  continuous 
episodes  of  care.  These  results  are  consistent  with  ProPAC's 
analysis  of  1994  home  health  use,  except  that  the  proportion 
of  continuous  episodes  increased  about  5  percentage  points 
between  1994  and  1996. 

Beneficiary  Characteristics 

MedPAC  examined  home  health  utilization  by  certain  benefi- 
ciary characteristics.  Age  appears  to  be  related  to  use  of  home 
care  services,  as  does  disability,  race,  and  Medicaid  status.  The 
oldest  Medicare  beneficiaries  use  a  disproportionate  amount 
of  home  care  services.  Beneficiaries  age  85  and  older  repre- 
sented 10  percent  of  the  Medicare  population  yet  accounted 
for  over  20  percent  of  all  home  health  episodes  (see  Table 
7-5).  These  beneficiaries  also  are  likely  to  use  home  health 
care  for  long  periods  of  time.  The  oldest  beneficiaries  account- 
ed for  about  one-quarter  of  continuous  episodes.  In  addition, 
more  than  13  percent  of  episodes  of  beneficiaries  age  85  and 
older  were  continuous  compared  with  about  9  percent  of  the 
episodes  received  by  beneficiaries  65—74. 


Disabled  beneficiaries  were  slightly  more  likely  than  others 
to  receive  continuous  episodes  of  care.  Over  12  percent  of  the 
episodes  of  disabled  beneficiaries  were  continuous,  compared 
with  approximately  11  percent  for  aged  beneficiaries.  Though 
this  analysis  was  limited  to  identifying  the  categorically 
disabled — those  individuals  whose  Medicare  eligibility  is 
based  on  their  disability — other  research  has  found  that  aged 
beneficiaries  with  functional  limitations  are  also  more  likely  to 
make  extensive  use  of  home  care  (Leon  et  al.  1997,  Komisar 
and  Feder  1998). 

African  American  beneficiaries  also  use  a  disproportionate 
share  of  home  health  services.  In  1996,  this  group  represented 
about  9  percent  of  the  Medicare  population  but  accounted 
for  approximately  12  percent  of  all  home  health  episodes  that 
year.  Once  receiving  home  care,  these  beneficiaries  were  more 
likely  to  receive  care  for  extended  periods  of  time.  Nearly 
16  percent  of  the  episodes  of  African  American  home  health 
users  were  continuous  compared  with  about  10  percent  for 
white  home  health  users.  This  difference  may  reflect  a  prefer- 
ence for  home  and  community-based  care,  as  well  as  the 
lesser  availability  of  nursing  facility  beds  in  areas  where 
African  American  beneficiaries  reside  (Leon  et  al.). 
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Medicare  beneficiaries  who  are  also  eligible  for  Medicaid  use 
a  disproportionate  amount  of  home  health  services.  Dually 
eligible  beneficiaries  represent  about  17  percent  of  the 
Medicare  population  overall  and  about  22  percent  of  home 
health  users.  In  1995,  approximately  23  percent  of  all  home 
health  visits  were  furnished  to  beneficiaries  who  were  dually 
eligible  for  at  least  part  of  diat  year.  Other  research  indicates 
that  high  users  of  Medicare  home  care  services  are  more  likely 
to  be  dually  eligible  (Leon  et  al.,  Komisar  and  Feder). 

Agency  Differences 

Some  home  health  agencies  are  free-standing,  while  others 
are  based  in  acute  care  hospitals,  and  rehabilitation  and 
skilled  nursing  facilities.  Agencies  may  be  voluntary,  propri- 
etary, government-owned,  or  may  be  visiting  nurse  associations 
(VNAs).  Over  half  of  all  home  health  agencies  in  1996 
were  free-standing  entities,  the  vast  majority  of  which  were 
proprietary.  One-quarter  were  part  of  another  facility — either 
a  hospital,  rehabilitation  facility,  or  skilled  nursing  facility. 
Thirteen  percent  were  government  agencies  while  approxi- 
mately 5  percent  of  home  health  providers  were  VNAs. 

Patterns  of  care  differ  across  agency  types.  In  fiscal  year  1996, 
free-standing  agencies  furnished  approximately  36  percent 
of  all  home  health  episodes.  These  agencies  were  more  likely 
to  treat  patients  with  longer  episodes  of  care.  Free-standing 
facilities  provided  approximately  30  percent  of  short  episodes 
but  44  percent  of  continuous  ones  (see  Table  7-6).  Because 
most  free-standing  agencies  are  proprietary,  it  is  not  surprising 
that  for-profit  agencies  furnished  a  greater  share  of  continuous 
episodes  than  short  ones.  Facility-based  agencies  provided 
approximately  38  percent  of  all  episodes  and  were  responsible 
for  a  larger  share  of  short  episodes — 45  percent  compared 
with  30  percent  of  continuous  episodes.  Voluntary  agencies 
provided  a  greater  share  of  short  episodes  than  continuous 
ones. 

Prior  Hospitalization 

To  distinguish  better  between  short-  and  long-term  home 
health  users,  MedPAC  examined  home  health  use  that  fol- 
lowed a  hospital  stay.  In  1994,  approximately  one  quarter  of 
home  health  visits  occurred  within  60  days  following  a  hospital 
discharge  (ProPAC  1997).  Differences  in  home  care  use  have 
been  observed  between  beneficiaries  who  started  an  episode 
of  care  following  a  hospital  discharge  and  those  whose  care 
was  not  associated  with  a  hospitalization.  Medicare  beneficia- 
ries with  shorter  episodes  of  care  are  more  likely  to  have  been 


hospitalized  prior  to  receiving  home  care.  In  1996,  nearly 
two-diirds  of  beneficiaries  with  episodes  of  short  or  medium 
duration  had  been  hospitalized  within  30  days  of  their  first 
home  health  visit,  compared  with  half  of  those  with  very  long 
episodes.  About  one-third  of  short  or  medium  episodes  fol- 
lowed within  one  day  of  a  hospital  discharge  compared  to 
one-quarter  of  very  long  episodes.  Previous  analyses  found 
that  patients  who  were  using  home  health  sendees  prior  to 
hospitalization  used  slightly  more  home  care  services  after 
discharge  than  those  who  did  not  receive  home  care  prior 
to  being  hospitalized.  Additional  analyses  are  necessary  to 
understand  better  the  relationship  between  utilization  of  home 
health  care  and  acute  care  services  (see  Chapter  6  for  further 
discussion  of  the  relationship  between  hospitalizations  and  use 
of  post-acute  care). 

DISCUSSION 

Medicare  home  health  coverage  is  no  longer  exclusively  a 
short-term,  post-acute  benefit.  Since  long-term  users  repre- 
sent a  growing  portion  of  Medicare  home  heakh  use  and  the 
number  of  services  received  by  these  individuals  continues  to 
rise,  provision  of  services  to  this  group  accounts  for  much 
of  the  recent  increase  in  home  health  utilization.  However, 
given  the  characteristics  of  long-term  users  of  home  health, 
controlling  utilization  of  home  health  services  will  impact  a 
small  but  growing  number  of  beneficiaries  who  tend  to  be 
old,  disabled,  and  less  affluent. 

As  home  health  agencies  are  brought  under  a  prospective 
payment  system,  changes  in  home  health  utilization  patterns 
are  likely  to  occur.  Already  HCFA  is  beginning  to  see  lower 
levels  of  utilization  for  fiscal  year  1998,  which  may  be 
explained  in  part  by  the  interim  payment  policies  under  the 
BBA/  As  discussed  earlier,  threats  of  anti-fraud  investigations 
may  also  be  contributing  to  slowed  growth  in  home  healdi 
use.  A  prospective  payment  system  will  provide  additional 
incentives  for  home  health  agencies  to  control  the  number 
and  intensity  of  services  furnished.  Under  a  well-designed 
system,  payments  should  neither  encourage  the  provision 
of  inappropriate  care  nor  provide  agencies  widi  incentives 
to  furnish  less  care  than  is  needed. 

Most  importantly,  payment  levels  will  need  to  be  adjusted 
to  reflect  differences  in  beneficiary  needs  to  ensure  access 
to  clinically  appropriate  levels  of  care. 


5  Trends  projected  based  on  preliminary  claims  data. 
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Table  7-4 


Distribution  of  Home  Health  Visits,  by  Episode  Category,  Fiscal  Year  1996 


Share  of  Visits 


onare 

Home 

Episode 

nf  All 

OT  All 

P  L Hit  J 

Skilled 

Health 

Category 

Episodes 

All 

Nursing 

Aide 

Short 

22.2% 

3.1% 

4.5% 

1.2% 

Medium 

25.8 

13.1 

15.5 

7.8 

Long 

2.7 

3.1 

3.6 

2.3 

Very  long 

2.6 

4.7 

5.3 

38 

Continuous 

10.9 

38.1 

32.1 

48.0 

Cross-over 

35.6 

37.9 

39.0 

37.0 

NOTE:  Columns  may  not  sum  to  100  due  to  rounding.  Short,  medium,  long,  and  very  long  episodes  are  a  series  of  home  health 
visits  preceded  and  followed  by  a  60-day  period  without  home  health  use.  Short  episodes  lasted  30  days  or  less,  medium  episodes 
lasted  31  to  120  days,  long  episodes  lasted  121-165  days,  and  very  long  episodes  lasted  166  to  366  days.  Continuous  episodes  are 
those  without  a  60-day  service  gap.  Cross-over  episodes  are  those  with  a  60-day  service  gap  either  before  the  first  visit  or  after 
the  last  one,  but  not  both. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  a  20  percent  sample  of  fiscal  year  1996  home  health  claims  from 
the  Health  Care  Financing  Administration. 


Without  a  robust  case-mix  adjustor,  home  health  agencies 
would  have  incentives  to  skimp  on  care  for  expensive  patients 
or  shorten  episodes  of  care  for  those  requiring  services  over 
longer  periods  of  time.  The  later  scenario  is  of  particular  con- 
cern because  a  growing  number  of  home  health  users  receive 
home  care  for  extended  periods  of  time.  The  BBA  allows  for 
additional  payments  for  outlier  cases  (not  to  exceed  5  percent 
of  total  home  health  expenditures),  but  payments  may  not 
jj   cover  the  costs  of  most  long-term  home  health  users,  since 
these  individuals  consume  a  substantial  share  of  total  visits. 

Since  home  health  use  appears  to  be  related  to  use  of  other 
post-acute  care,  it  is  important  to  consider  how  payment  policy 
changes  will  affect  the  utilization  of  other  types  of  services. 
For  example,  overly  restrictive  payment  levels  ma}-  lead 
Medicare  home  care  patients  to  use  more  intensive  post-acute 
services,  such  as  skilled  nursing  facility  care.  Understanding 
how  different  types  of  providers  interact  to  meet  the  service 
needs  of  Medicare  beneficiaries  will  be  particularly  important 
in  the  next  few  years  as  all  post-acute  providers  move  to 
prospective  payment  systems.  As  payment  policies  are 
developed  they  will  need  to  account  for  services  that  may 
I  be  furnished  in  different  post-acute  settings  so  that  site  of 
care  decisions  are  based  on  clinical  considerations  rather 
than  financial  incentives.  A  case-mix  classification  system 
that  is  sensitive  to  the  needs  of  patients  in  different 
settings  will  be  essential  to  achieving  this  objective. 


Because  of  the  challenges  associated  with  setting  payment 
rates  that  are  appropriate  for  a  diverse  group  of  patients, 
payment  mechanisms  may  be  inadequate  to  ensure  delivery 
of  appropriate  levels  of  home  care  services.  Other  methods 
to  control  utilization,  such  as  the  use  of  case  managers  as 
MedPAC  recommended  in  its  March  1998  Report  to  Congress, 
should  be  explored.  In  addition,  the  Medicare  coverage  and 
eligibility  guidelines  for  home  health  services  may  warrant  re- 
examination. Since  the  home  health  benefit  no  longer  provides 
only  the  short-term  care  for  which  it  was  designed,  attention 
should  be  given  to  whether  the  current  benefit  should  contin- 
ue to  provide  care  to  all  eligible  beneficiaries  or  whether 
another  benefit  would  be  more  appropriate  for  some  types  of 
home  health  users.  Alternative  care  options  such  as  personal 
care,  housekeeping,  and  residential  services  could  be  consid- 
ered. To  address  this  issue,  additional  information  concerning 
the  needs  of  home  health  users  as  well  as  the  cost  of  alterna- 
tive services  will  need  to  be  gathered  and  evaluated. 
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Table  7-5 


Table  7-6 


Selected  Characteristics  of  Home  Health  Care  Users, 
by  Episode  Category,  Fiscal  Year  1996 

Episode  Category 


Distribution  of  Home  Health  Episodes,  by  Type  of 
Agency,  Fiscal  Year  1996 


Characteristics 

onort 

Medium 

Long 

Very 
Long 

Continuous 

Age 
Under  65 

22.4% 

23.9% 

3.0% 

2.9% 

1 1 .5% 

65-74 

25.5 

27.4 

2  6 

2  5 

3  7 

75-84 

21.6 

26.2 

27 

25 

10.9 

85  + 

18.9 

23.9 

2.6 

26 

13.2 

Medicare  eligibility 

Aged 

22.2 

26.0 

2  6 

25 

10.8 

Disabled 

21.8 

23.7 

29 

2  9 

12.3 

End-stage 

renal  disease 

25  I 

26  1 

32 

36 

59 

Race 

White 

23.2 

26.2 

2.6 

2  5 

10  3 

African  American 

14.6 

229 

2  9 

3  0 

15.9 

Other 

22.4 

27.0 

3  1 

29 

84 

Episode  Category 

Very 

Agency  Type 

Short 

Medium 

Long 

Long 

Continuous 

Free-standing 

29.7% 

32.6% 

37.0% 

40.8% 

44.2% 

Hospital-based 

43.9 

40.2 

35.6 

34.0 

30.0 

Government 

73 

7  7 

8.5 

8.1 

11.3 

Visiting  Nurse 

Association 

18.3 

18.5 

18.0 

16.4 

14.0 

Other* 

0  7 

0.9 

08 

0.6 

0.4 

NOTE:  Columns  may  not  sum  to  100  due  to  rounding.  Short,  medium,  long,  and  very 
long  episodes  are  a  series  of  home  health  visits  preceded  and  followed  by  a  60-day 
period  without  home  health  use.  Short  episodes  lasted  30  days  or  less,  medium 
episodes  lasted  31  to  120  days,  long  episodes  lasted  121  to  165  days  and  very  long 
episodes  lasted  166  to  366  days.  Continuous  episodes  are  those  without  a  60-day 
service  gap;  these  lasted  longer  than  12  months. 

*  Includes  services  provided  in  skilled  nursing  and  rehabilitation  facilities. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  a  20  percent  sample 
of  fiscal  year  1996  home  health  claims  from  the  Health  Care  Financing  Administration. 


NOTE:  Rows  will  not  sum  to  1 00.  Remaining  shares  represent  cross-over  episodes 
which  are  those  with  a  60-day  gap  either  before  the  first  visit  or  after  the  last  one, 
but  not  both.  Short,  medium,  long,  and  very  long  episodes  are  a  series  of  home 
health  visits  preceded  and  followed  by  a  60-day  period  without  home  health  use. 
Short  episodes  lasted  30  days  or  less,  medium  episodes  lasted  31  to  120  days, 
long  episodes  lasted  121  to  165  days  and  very  long  episodes  lasted  166  to  366  days. 
Continuous  episodes  are  those  without  a  60-day  service  gap;  these  lasted  longer 
than  12  months 

*  Includes  Native  Americans,  Asians,  Hispanics,  other,  and  unidentified  races. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  a  20  percent  sample 
of  fiscal  year  1996  home  health  claims  from  the  Health  Care  Financing  Administration. 


FUTURE  RESEARCH 

MedPAC  will  continue  to  examine  factors  affecting  home 
health  utilization.  The  Commission  intends  to  expand  upon 
its  current  work  by  exploring  the  relationship  between  the  use 
ill  home  health  care  other  medical  services.  Such  an  analysis 
wall  involve  tracking  individual  beneficiary  use  of  home  health, 
skilled  nursing  facility,  and  rehabilitation  facility  services  to 
learn  more  about  the  overall  care  of  home  health  users.  Better 
understanding  of  the  relationship  between  services  provided 
across  settings  will  facilitate  the  development  of  prospective 
payment  systems  that  encourage  clinically  appropriate  treat- 
ment decisions  across  settings. 


The  Commission  also  plans  to  examine  more  closely 
beneficiary  characteristics  related  to  home  health  utilization. 
This  project  will  involve  using  the  Medicare  Current 
Beneficiary  Survey  to  analyze  functional  impairment,  income, 
supplemental  insurance  including  Medicaid,  and  perceived 
health  status  of  beneficiaries  using  home  health  and  other 
post-acute  care.  Such  information  will  be  useful  to  improve 
our  understanding  of  the  implications  of  policy  changes 
intended  to  limit  beneficiary  use  of  home  health  services. 
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Chapter  8 


Access  to  Care 


For  the  elderly  and  disabled,  Medicare  is  a  vital  source  of  health  insurance 
coverage  that  helps  ensure  access  to  care  and  provides  financial  protection  from 
its  cost.  To  continue  to  fulfill  these  goals,  the  Medicare  program  is  adapting 
to  developments  in  the  health  care  marketplace.  Those  developments  include 
the  evolution  of  financing  and  delivery  systems,  diffusion  of  new  treatment 
modalities  and  technologies,  and  changing  needs  of  the  beneficiaiy  population. 
The  Medicare  Payment  Advisory  Commission  (MedPAC)  monitors  access  to 
care  to  assess  the  ability  of  beneficiaries  to  obtain  needed  health  care  services 
in  this  dynamic  environment. 


MedPAC  is  guided  in  its  work  by  requirements  in  the 
Balanced  Budget  Act  of  1997  (BBA).  The  BBA  requires 
the  Commission  to  review  the  impact  of  the  new 
Medicare+Choice  program  on  access  to  care  of  Medicare 
beneficiaries.  The  Medicare+Choice  program  will  give 
beneficiaries  the  option  of  choosing  a  coordinated  care  plan, 
a  private  fee-for-service  plan,  or  a  high-deductible  plan  with 
a  medical  savings  account  for  their  coverage/  The  BBA  also 
requires  MedPAC  to  review  fee-for-service  payment  methods 
and  their  relationship  to  access.  Payment  methods  for  a 
number  of  services,  including  those  provided  by  physicians, 
hospital  outpatient  departments,  skilled  nursing  facilities, 
home  health  agencies,  and  rehabilitation  facilities,  will  change 
during  the  next  few  years  under  provisions  of  the  BBA. 

This  chapter  represents  the  Commissions  initial  assessment 
of  beneficiary  access  to  care.  It  begins  with  a  discussion  of 
what  access  to  care  means  and  how  it  can  be  measured.  The 
work  of  its  two  predecessor  commissions,  the  Prospective 
Payment  Assessment  Commission  (ProPAC)  and  the  Physician 


Payment  Beview  Commission  (PPBC),  is  then  reviewed  to 
provide  background  on  the  types  of  access  issues  MedPAC  will 
need  to  address.  To  provide  a  perspective  on  how  beneficiaries 
perceive  their  access  to  care,  the  chapter  continues  with  an 
analysis  of  die  most  recent  data  from  the  Medicare  Current 
Beneficiary  Survey  (MCBS).  The  chapter  concludes  with  a 
description  of  how  the  Commission  intends  to  proceed  with  its 
work  on  this  topic. 

DEFINITION  AND  MEASUREMENT  OF  ACCESS 

Access  to  health  care  is  a  multidimensional  concept  that  is 
subject  to  a  variety  of  interpretations.  For  some,  access 
means  adequate  availability  of  services.  For  others,  access 
means  timeliness  of  service  use.  Timeliness  is  influenced  by 
the  geographic  distribution  of  providers,  waiting  time  for 
appointments,  and  other  factors.  Still  others  evaluate  access  in 
terms  of  use  of  services — any  decrease  in  use  is  interpreted  as 
a  decrease  in  access  regardless  of  whether  services  are  needed. 


Further  details  on  the  Medicare+Choice  program  are  provided  in  Chapter  2. 
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Figure  8-1 


Conceptual  Model  of  Access 


Health  System  Characteristics 

■  insurance 

■  supply  of  services 

■  organization 

■  other 


Patient  Characteristics 

■  age 

■  income 

■  rural  residence 

■  health  status 

■  other 


Access  Measures  (Process) 

■  regular  source  of  care 

■  use  of  services 

■  other 


Access  Measures  (Outcomes) 

■  satisfaction 

■  mortality 

■  preventable  conditions 

■  other 


SOURCE:  Adapted  from  Weissman  and  Epstein  (1994). 


The  Commission  recognizes  the  diff  iculty  of  defining  access 
to  care.  It  considered  alternative  definitions  of  access  and 
alternative  ways  of  measuring  access,  and  has  concluded 
that  no  one  data  source  and  no  one  measure  will  provide  a 
complete  perspective  on  whether  beneficiaries  are  receiving 
the  right  amount  of  appropriate  care.  Therefore,  the 
Commission  will  continue  to  monitor  evidence  on  many 
aspects  of  access  to  care. 

Definition  of  Access 

A  definition  of  access  the  Commission  could  adopt  is  one  used 
by  PPRC:  the  ability  to  obtain  needed  medical  care.  This  defi- 
nition is  consistent  with  definitions  used  in  the  health  services 
research  literature.  For  example,  Aday  and  Andersen  (1981), 
who  have  done  much  work  on  access  to  care,  defined  access 
as  "the  potential  and  actual  entry  of  a  given  population  to  the 
heal tli  care  system." 

Alternatively,  the  Commission  could  consider  a  definition  that 
takes  into  account  appropriateness  and  quality  of  care  and 
includes  the  concept  of  health  outcomes.  Such  a  definition 


was  adopted  by  an  Institute  of  Medicine  (1993)  expert  panel 
on  access.  That  panel  defined  access  as  "the  timely  use  of 
personal  health  services  to  achieve  the  best  possible  out- 
comes." Similarly,  Weissman  and  Epstein  (1994),  updating 
Aday  and  Andersen's  earlier  definition,  viewed  access  as  "the 
attainment  of  timely,  sufficient,  and  appropriate  health  care  of 
adequate  quality'  such  that  health  outcomes  are  maximized." 

Measurement  of  Access 

Conceptual  models  of  access  provide  a  structure  that  can 
guide  measurement  of  access.  The  model  used  by  Weissman 
and  Epstein  illustrates  how  this  process  works  (see  Figure 
8-1).  In  dieir  model,  access  is  determined  by  two  sets  of  fac- 
tors: health  system  characteristics  and  patient  characteristics. 
Health  system  characteristics  include  insurance  coverage,  the 
supply  of  services,  and  the  organization  of  services.2  Patient 
characteristics  include  age,  income,  residence  in  a  rural  area, 
and  health  status.  Some  of  these  terms  are  fairly  broad  in 
scope  and  include  other  factors  typically  associated  with 
access.  Insurance  coverage,  for  example,  reflects  both  the 
benefit  package  and  provider  payment  rates.  Residence  in 
a  rural  area,  to  take  another  example,  is  usually  associated 
with  limited  availability  of  services  and  greater  transportation 
barriers. 

Access  measures  in  the  Weissman  and  Epstein  model  address 
the  process  of  care  and  outcomes  of  care.  Process  measures 
include  having  a  regular  source  of  care  and  use  of  services.3 
Outcome  measures  include  satisfaction  with  care,  mortality 
rates,  and  preventable  conditions. 

Applying  the  Weissman  and  Epstein  model  to  the  PPRC 
definition  of  access,  a  Medicare  beneficiary  s  ability  to  obtain 
needed  medical  care  is  determined  by  characteristics  of  the 
health  system  and  characteristics  of  the  beneficiary.  The 
process  and  outcome  measures  of  access  reveal  whether 
beneficiaries  have  that  ability.  That  is,  if  beneficiaries'  access 
to  care  changes  because  of  reductions  in  Medicare  payment 
rates  or  other  developments,  the  process  and  outcome 
measures  of  access  are  expected  to  show  those  changes. 

Process  and  outcome  measures  must  be  interpreted  carefully, 
however,  because  they  can  be  influenced  by  factors  other  than 
payment  rates.  For  example,  use  of  certain  services  may 
fall  due  to  technological  advances  and  associated  shifts  in 
preferred  methods  of  treatment.  Such  decreases  in  sendee 
use  should  not  be  interpreted  as  a  decrease  in  access. 


'  The  organization  of  services  includes  facility  ownership,  methods  of  payment  accepted  by  providers,  and  care  management 
techniques,  such  as  preadmission  certification  and  utilization  review  (Weissman  and  Epstein  1994). 

3  Other  process  measures  used  by  the  Commission  in  its  access  monitoring  include  having  trouble  getting  care  and  delaying 
care  due  to  cost. 
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Access  models  have  been  adapted  for  measurement  of  access 
in  managed  care,  which  combines  the  financing  and  delivery 
of  care  (Docteur,  Colby,  and  Gold  1996;  Nelson  et  al.  1996). 
Access  to  care  for  managed  care  enrollees  includes,  first, 
selection  of  a  plan.  That  selection  can  be  influenced  by  die 
plan  choices  available,  differences  in  benefits  offered  bv  plans, 
enrollees'  characteristics,  and  other  factors.  Access  for  man- 
aged care  enrollees  is  also  influenced  by  the  structure  of 
the  plan  selected.  Important  elements  of  plan  structure 
include  rules  for  seeking  care,  hours  and  location  of  service, 
and  utilization  management.  Managed  care  access  models 

;   also  include  a  feedback  loop  showing  the  ability  of  managed 
care  enrollees  to  disenroll  if  they  become  dissatisfied  \vidi 

!  their  plans. 

Measures  of  access  in  these  models  are  based  on  clinical  and 
;  non-clinical  outcomes  (Docteur,  Colby,  and  Gold  1996;  Nelson 
,  et  al.  1996).  Outcomes  include  health  status  (for  example, 

mortality,  morbidity,  and  functional  status),  equity  of  service 
'  use  among  enrollee  groups,  satisfaction  with  care,  and  stability 

of  enrollment  patterns.  Outcomes  are  mediated  by  such 

factors  as  quality  of  care,  patient  adherence  to  treatment 

requirements,  and  efficacy  of  treatment. 

Limitations  of  Access  Measures 

Monitoring  access  is  not  straightforward.  Thus,  the  limitations 
J  of  available  measures  need  to  be  considered  when  interpreting 
the  results  of  this  monitoring. 

First,  identification  of  "needed  medical  care"  or  "services  to 
achieve  the  best  possible  outcomes"  often  is  not  possible.  For 
many  health  problems,  consensus  does  not  exist  in  the  medical 
community  about  what  constitutes  needed  care. 

(  Second,  measures  of  access  should  also  reflect  quality  of  care. 
The  resulting  overlap  between  access  and  quality  can  lead  to 
confusion  about  which  aspect  of  health  care  deliver)  is  being 
.  measured  in  assessments  of  access.  A  clinical  perspective  on 
i  the  relationship  between  access  and  quality  has  been  summa- 
rized as  follows: 

Access  to  necessary  care  [is]  a  prerequisite  to 
quality  care.  However,  access  is  insufficient  in 
and  of  itself  to  represent  quality  care,  in  part 
because  quality  depends  also  on  the  skill  with 
which  care  is  implemented  (Asch  et  al.  1995). 


Some  ambiguity  will  remain  as  long  as  we  attempt  to  make 
a  distinction  between  two  concepts  that  are  so  closely  related. 
For  this  reason,  die  managed  care  access  model  described 
earlier  identifies  quality  of  care  as  a  mediating  factor  that 
can  influence  outcomes  just  as  access  to  care  can  influence 
outcomes. 

A  diird  consideration  when  interpreting  access  measures  is 
diat  access  can  be  measured  at  different  levels  of  aggregation. 
In  the  healdi  care  literature,  access  has  been  assessed  with 
data  from  a  variety  ol  geographic  areas:  neighborhoods,  cities, 
counties,  states,  and  die  United  States  as  a  whole.  Different 
population  groups  have  also  been  studied:  racial  and  ethnic 
groups,  residents  of  rural  areas,  people  with  functional  disabili- 
ties, and  so  on.  To  provide  advice  to  the  Congress  on  Medicare 
beneficiaries'  access  to  care,  the  Commission  must  at  least 
be  able  to  conduct  analyses  applicable  to  major  subgroups 
of  the  general  benefieiarv  population.  Analyses  that  use 
survey  data  and  claims  data  from  representative  samples  of 
the  population  are  sometimes  adequate  to  make  inferences 
for  subgroups,  such  as  the  disabled  or  those  living  in  rural 
areas.  Data  on  other  groups,  such  as  those  living  in  particular 
geographic  areas,  often  are  not  available  and  their  situations 
cannot  always  be  analyzed  using  national  data.  The 
Commission  will  remain  attentive  to  evidence  of  access 
problems  experienced  by  different  beneficiary  groups  and 
will  attempt  to  address  those  problems. 

PREVIOUS  COMMISSION  WORK 

Both  predecessor  commissions — ProPAC  and  PPRC — 
conducted  analyses  of  beneficiary  access  to  care.  Most  of  this 
work  addressed  access  in  Medicare  fee-for-service,  but  access 
in  Medicare  managed  care  was  also  considered  as  beneficiary 
enrollment  in  managed  care  plans  began  to  grow  in  the 
early  1990s. 

Access  in  Medicare's  Fee-for-Service  Program 

A  variety  of  survey-based  and  claims-based  approaches  have 
been  used  to  analyze  beneficiary  access  to  care  in  Medicare's 
fee-for-service  program.  These  analyses  indicate  that  access  is 
not  generally  a  problem,  but  that  some  subgroups  encounter 
greater  difficulties  in  obtaining  care. 

Beneficiary  Responses  to  Survey  Questions  about  Access 

The  annual  Medicare  Current  Beneficiary  Survey  (MCBS), 
described  in  more  detail  below,  includes  a  number  of 
questions  about  access  to  care.  Some  address  beneficiaries' 
problems  with  the  process  of  care,  such  as  delaying  care  due 
to  cost  and  lacking  a  usual  source  of  care.  Odier  questions 


Medicare  Payment  Advisory  Commission 


June  1998 


123 


address  satisfaction  with  the  care  received,  a  nonclinical  out- 
come of  care.  By  considering  aspects  of  health  care  other  than 
use  of  services,  survey-based  measures  of  access  complement 
claims-based  measures.  Surveys  also  provide  more  information 
on  beneficiary  characteristics,  such  as  supplemental  insurance 
coverage  and  self-reported  health  status,  than  can  be  obtained 
from  claims  data. 

Responses  to  MCBS  questions  show  that  beneficiaries  general- 
ly have  good  access  to  care  (PPRC  1993,  1994,  1995,  1996, 
1997b).  Reported  problems  with  obtaining  care  have  remained 
infrequent,  and  beneficiaries  report  high  levels  of  satisfaction 
with  the  care  received.  Consistent  with  measures  of  service 
use,  survey  responses  show  that  some  vulnerable  groups  of 
beneficiaries  have  more  problems  obtaining  care  than  others 
and  have  lower  levels  of  satisfaction  with  care.  Groups  report- 
ing more  problems  with  access  include  African  Americans, 
Hispanics,  the  functionally  disabled,  and  those  without 
supplemental  insurance  coverage.  In  regression  analyses, 
poor  self-reported  health  status  and  a  lack  of  supplemental 
insurance  coverage  were  more  predictive  of  access  problems 
than  other  factors  (PPRC  1997b). 

Use  of  Services 

ProPAC  investigated  beneficiary  use  of  hospital  services  in 
two  separate  analyses  (Codman  1990,  1991).  These  studies 
compared  hospital  utilization  patterns  in  1984  and  19S6  for 
Medicare  beneficiaries  residing  in  rural  areas  in  five  states 
with  those  in  urban  areas  in  the  same  states.  They  showed  that 
hospital  admission  rates  for  Medicare  beneficiaries  living  in 
rural  areas  declined  more  than  rates  for  those  in  urban  areas, 
but  that  admission  rates  for  rural  beneficiaries  remained 
higher  than  for  urban  beneficiaries.  ProPAC  concluded  that 
beneficiaries  residing  in  rural  areas  in  the  five  states  did  not 
appear  to  have  problems  accessing  hospital  care. 

These  studies  also  examined  how  hospital  admission  rates  for 
specific  procedures  differed  between  urban  and  rural  areas. 
They  explored  whether  patterns  of  variation  reflected  aspects 
of  the  capacity  of  the  health  care  system  in  different  areas. 
The  studies  focused  on  older  beneficiaries,  who  may  have 
difficulty  traveling,  to  determine  if  their  admission  rates 
differed  from  younger  beneficiaries  among  conditions  for 
which  the  probability  of  hospitalization  could  be  influenced 
by  the  availability  of  local  resources.  Rural  beneficiaries' 
admission  patterns  were  found  to  be  similar  to  those  of 
urban  beneficiaries. 

With  respect  to  physicians'  services,  some  policy  makers  were 
concerned  that  beneficiary  access  to  some  services — those 
experiencing  reductions  in  payment  rates — might  decrease 
when  the  Medicare  Fee  Schedule  was  introduced  in  1992. 


PPRC  used  a  variety  of  access  measures  to  create  a  kind  of 
"early  warning  system"  so  die  Congress  could  be  advised  as 
quickly  as  possible  of  any  changes  in  access  accompanying 
changes  in  physician  payments. 

Changes  in  beneficiary  use  of  services  were  measured  with 
Medicare  claims  data.  Specific  measures  included  volume 
indexes  showing  changes  not  only  in  the  number  of  services 
used,  but  also  the  resource  intensity  of  those  services. 
Calculation  of  the  index  by  type  of  service  was  intended 
to  show  whether  service  use  decreased  for  those  services 
experiencing  payment  rate  reductions  under  the  fee  schedule. 
Calculation  of  die  index  by  type  of  geographic  area,  with  areas 
defined  in  terms  of  magnitudes  of  payment  rate  changes  they 
experienced,  further  isolated  the  fee  schedule's  effects. 

These  indexes  provided  no  clear  evidence  that  beneficiary 
access  to  care  was  reduced  when  the  fee  schedule  was  imple- 
mented. Use  of  some  services  fell  in  1992  and  later  years, 
but  the  decreases  could  be  explained  by  changes  in  treatment 
modalities  or  other  factors.  For  example,  observed  decreases 
in  the  volume  of  transurethral  prostate  surgery  were  found 
to  be  a  continuation  of  a  trend  that  began  in  the  late  1980s, 
prior  to  implementation  of  die  fee  schedule  (PPRC  1994). 
That  trend  was  fostered  by  the  emergence  of  alternative 
treatments  for  prostate  disease,  such  as  watchful  waiting, 
drugs,  and  balloon  dilation. 

Changes  in  the  use  of  services  by  vulnerable  groups  of  benefi- 
ciaries were  also  measured.  Rates  of  service  use  for  groups 
who  have  historically  had  access  problems  were  contrasted 
with  those  for  other  beneficiaries.  Vulnerable  groups  consid- 
ered included  African  Americans,  the  oldest  old  (age  85  and 
over),  and  disabled  beneficiaries,  as  well  as  those  living  in  rural 
areas,  Health  Professional  Shortage  Areas,  and  poverty  areas. 

The  claims-based  analyses  of  access  to  care  for  vulnerable 
groups  showed  that  some  of  these  groups  appeared  to  have 
more  access  problems  than  other  beneficiaries.,  but  those 
problems  did  not  worsen  after  introduction  of  the  fee  schedule 
(PPRC  1994).  Three  groups  in  particular — African  Americans 
and  those  living  in  urban  poverty  areas  and  urban  Health 
Professional  Shortage  Areas — were  found  to  have  more  access 
problems  than  others.  These  groups  were  less  likely  to  see  a 
physician  at  least  annually,  used  fewer  preventive  services,  and 
were  more  likely  to  obtain  primary  care  in  hospital  emergency 
rooms  or  hospital  outpatient  departments.  To  the  extent  out- 
comes could  be  measured  with  claims  and  enrollment  data, 
these  groups  also  were  found  to  have  poorer  outcomes.  They 
were  more  likely  to  have  outlier  hospital  stays  and  had  higher 
mortality  rates  (PPRC  1993). 
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An  innovative  use  of  claims  data  to  monitor  access  involved  an 
examination  of  clinicallv-based  indicators  (PPRC  1995,  1997b). 
These  indicators,  which  were  developed  under  contract  by 
researchers  at  RAND,  measured  use  of  specific  services  need- 
ed bv  those  with  particular  health  problems.  Thev  addressed 
both  diagnosis  and  treatment  of  acute  conditions,  such  as 
myocardial  infarction  (heart  attack),  as  well  as  management 
of  chronic  conditions,  such  as  diabetes.  Examples  of  the 
indicators  include: 

•  office  \isit  within  four  weeks  following  discharge 
of  patients  hospitalized  for  myocardial  infarction 
or  severe  hvpertension. 

•  eye  exam  every  year  for  patients  with  diabetes. 

•  electrocardiogram  within  three  months  of  initial 
diagnosis  of  congestive  heart  failure. 

•  interval  from  biopsv  to  surgery  of  less  than  three  months 
for  patients  with  breast  cancer  and  eventual  mastectomy. 

These  clinicallv-based  indicators  pro\ided  better  measures  of 
access  than  more  general  measures  of  service  use,  such  as  the 
volume  index  mentioned  abov  e,  because  they  measured  use 
of  specific  services  needed  by  those  with  particular  health 
problems.  General  measures  of  service  use  reflect  changes 
in  use  of  both  necessary  and  unnecessary  services. 

When  used  to  contrast  vulnerable  groups  of  beneficiaries, 
the  clinically-based  indicators  confirmed  that  some  groups 
did  seem  to  have  more  access  problems  than  others.  African 
1  Americans  with  diabetes,  for  example,  were  found  to  receive 
less  monitoring  of  their  conditions  and  were  more  likely  to  be 
hospitalized  for  diabetic  coma  than  other  beneficiaries.  The 
indicators  also  showed  that,  with  respect  to  treatment  of  acute 
conditions,  disparities  among  beneficiary  groups  were  smaller 
than  they  were  with  respect  to  the  more  routine  management 
of  chronic  conditions.  A  follow-up  analysis  of  the  indicators 
i  showed  stabilitv  of  the  results  over  time  (PPRC  1997b). 

Financial  Condition  of  Providers 

Although  the  primary  focus  of  access  analyses  is  on  the 
beneficiary,  the  availability  of  providers  is  crucial  to  ensure 
that  individuals  and  specific  populations  have  the  care  they 
need.  When  Medicare  implemented  its  prospective  payment 
I  system  (PPS)  for  hospital  inpatient  services,  there  was  concern 
that  hospitals — particularly  those  serving  vulnerable  popula- 
tions in  certain  areas — might  be  unable  to  maintain  their  fiscal 


viability.  In  recent  years,  the  growth  of  managed  care  and 
increasing  competition  among  hospitals  and  other  providers 
have  constrained  the  flow  of  revenues  and  reduced  the  implicit 
subsidies  that  in  the  past  have  underwritten  care  to  the  poor 
and  other  populations  that  might  have  had  access  problems. 

To  determine  how  diese  changes  have  affected  the  fiscal 
condition  of  hospitals,  ProPAC  regularly  examined  the  rela- 
tionship between  PPS  payments  and  costs  and  overall  hospital 
financial  performance.  While  PPS  payments  did  not  keep 
up  with  the  rapid  rise  in  costs  through  die  late  1980s,  higher 
payments  from  private  payers  enabled  hospitals  to  maintain 
dieir  profit  margins.  Certain  types  of  hospitals  thought  to 
play  special  roles  and  be  more  vulnerable  to  financial  pressure 
than  others  (such  as  hospitals  with  graduate  medical  education 
programs,  those  caring  for  a  disproportionate  share  of  poor 
patients,  those  serving  as  tertiary  care  referral  centers  for  their 
areas,  and  those  acting  as  the  sole  source  of  hospital  care  in 
their  community)  received  extra  payments  from  Medicare. 

Because  hospitals  play  a  key  role  in  the  delivery  of  health  care 
in  rural  areas.  Congress  was  particularly  concerned  about  any 
negative  impact  on  these  facilities.  Through  most  of  the  1980s, 
rural  hospitals  had  lower  total  margins  than  urban  hospitals 
(ProPAC  1997)."  Moreover,  their  Medicare  payments  were 
lower  relative  to  their  costs  than  were  those  of  urban  hospitals. 
Many  rural  hospitals  experienced  declining  financial  perfor- 
mance as  admissions  fell,  with  more  services  becoming 
available  in  other  settings  and  with  many  rural  beneficiaries 
seeking  treatment  for  complex  conditions  in  larger  urban 
hospitals.  Concerned  about  this  trend,  Congress  enacted 
several  policy  changes  to  improve  payments  to  facilities  in 
rural  areas. 

ProPAC  examined  the  effects  of  these  policies,  and  concluded 
that  no  further  across-the-board  adjustment  to  the  level  of 
Medicare  payments  to  rural  hospitals  was  warranted  (ProPAC 
1991).  It  acknowledged,  however,  that  some  groups  of  rural 
hospitals  might  continue  to  fare  poorly.  Of  particular  concern 
were  hospitals  that  maintained  access  to  care  in  specific  areas. 
The  payment  provisions  for  sole  community  hospitals  (SCHs) 
provided  extra  support  for  those  facilities,  but  the  criteria  for 
qualifying  as  an  SCH  did  not  effectively  target  hospitals  neces- 
sary to  maintain  access.  Moreover,  many  of  the  problems  faced 
by  rural  hospitals  were  related  to  the  need  for  restructuring  of 
the  health  care  system  in  rural  areas.5 


4  The  total  margin  is  an  index  of  overall  financial  performance.  It  measures  the  difference  between  total  revenues  and  expenses, 
as  a  percentage  of  total  revenues. 

5  Among  the  policies  that  Congress  enacted  were  the  Essential  Access  Community  Hospital/Rural  Primary  Care  Hospital  and 
Medical  Assistance  Facility  programs,  which  were  to  be  implemented  in  a  limited  number  of  states.  These  were  superseded 
by  a  similar  program  under  the  BBA,  which  could  be  implemented  in  all  states. 
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Access  to  care  also  can  be  a  problem  for  some  populations  in 
urban  areas.  MedPAC  analyzed  the  impact  of  recent  changes 
in  the  health  care  market  on  groups  of  urban  hospitals  that 
could  be  viewed  as  critical  to  access  (MedPAC  1997).  The 
analysis  examined  hospital  financial  performance  to  determine 
whether  dependence  on  Medicare  and  Medicaid  is  an  impor- 
tant factor.  In  addition,  the  report  examined  the  role  of  private 
payers  and  uncompensated  care  in  determining  the  financial 
strength  of  critical  access  hospitals.  MedPAC  concluded  that 
hospitals  providing  care  to  poor  patients — particularly  patients 
who  cannot  pay  for  care — had  lower  total  margins  than  other 
hospitals  and  might  be  more  vulnerable  to  changes  occurring 
in  both  the  public  and  private  sectors. 

More  recent  evidence  indicates  that  hospitals  in  general 
have  been  responding  successfully  to  changes  in  the  payment 
environment  by  constraining  the  growth  in  their  costs.  In 
the  aggregate,  overall  financial  performance  has  improved 
sharply  since  the  late  1980s,  and  hospitals  with  the  lowest 
total  margins  have  improved  the  most  (ProPAC  1997).  Some 
groups  of  hospitals,  though,  may  be  under  more  pressure 
than  others,  and  some  may  be  less  able  to  respond  in  accept- 
able ways.  For  instance,  ProPAC  found  that  hospitals  that 
experienced  a  greater  decline  in  private  payer  payments 
relative  to  costs  also  reduced  their  uncompensated  care  by 
a  greater  proportion  (ProPAC  1996).  MedPAC  will  continue 
to  monitor  these  indicators  and  their  implications  for  access. 

Physicians'  Willingness  to  Provide  Services  to  Beneficiaries 

PPRC  sponsored  two  surveys  that  attempted  to  measure 
changes  in  the  willingness  of  physicians  to  provide  services 
to  Medicare  beneficiaries  (Louis  Harris  and  Associates  1993; 
Emmons  1994).  The  surveys  included  questions  about  whether 
physicians  were  accepting  new  patients  and  whether  they  were 
accepting  new  Medicare  patients.  Intended  to  show  the  effects 
of  physician  payment  reform,  the  surveys  also  addressed 
physicians'  understanding  of  the  Medicare  Fee  Schedule  and 
the  volume  performance  standards  system,  predecessor  to  the 
current  sustainable  growth  rate  system  that  controls  Medicare 
spending  for  physicians'  sendees. 

Physicians'  willingness  to  provide  services  was  also  measured 
with  claims  data  using  a  sample  of  physicians  who  provided 
services  to  Medicare  beneficiaries.  PPRC  measured  changes 
in  physicians'  caseloads  of  Medicare  patients  and  changes  in 
the  concentration  of  beneficiaries  among  a  subset  of  physicians 
(PPRC  1994,  1995).6 


These  analyses  provided  insights  about  the  supply  of  physician 
services  available  to  beneficiaries.  They  showed  that  over  90 
percent  of  physicians  were  accepting  new  patients  and,  of 
those,  over  90  percent  were  accepting  new  Medicare  fee-for- 
service  patients.  The  claims-based  analyses  showed  increasing 
physician  caseloads  of  Medicare  beneficiaries  through  1993, 
and  no  increased  concentration  of  beneficiaries  among  a 
subset  of  physicians. 

Other  Measures  of  Access 

Other  measures  of  access  have  included  the  ratio  of  Medicare 
to  private  sector  physician  payment  rates,  the  level  of  benefi- 
ciary complaints  about  access,  and  responses  to  survey 
questions  from  beneficiaries  living  in  potential  "hotspots" 
of  access  problems. 

Ry  comparing  Medicare  private  sector  payment  rates  over 
time,  PPRC  tried  to  understand  how  Medicare's  rates  were 
changing  in  the  context  of  the  overall  market  for  physician  ser- 
vices. A  growing  disparity  between  Medicare  and  private  rates 
would  make  delivery  of  services  to  beneficiaries  less  attractive 
to  physicians.  The  most  recent  comparison  of  Medicare  and 
private  rates  showed  that  Medicare's  physician  payment  rates, 
as  a  percent  of  private  rates,  had  increased  from  66  percent 
in  1994,  to  71  percent  in  1996  (PPRC  1996). 

PPRC  addressed  beneficiary  complaints  about  access  by 
surveying  congressional  offices  and  by  collaborating  with  a 
beneficiary  service  organization  on  a  survey  of  beneficiaries. 
This  work  revealed  the  importance  of  ongoing  physician-to- 
patient  relationships.  Roth  types  of  suiveys  showed  that  breaks 
in  these  relationships,  due  to  a  change  in  residence  or  other 
reasons,  could  lead  to  difficulty  for  beneficiaries  in  finding  a 
physician  when  needed. 

Another  collaborative  effort  with  a  beneficiary  service  organi- 
zation involved  a  survey  of  potential  "hotspots"  of  poor  access 
(PPRC  1996).  These  hotspots  were  areas  about  which  PPRC 
had  received  qualitative  evidence  of  potential  problems.  The 
survey  showed  some  of  the  difficulties  of  monitoring  access 
in  selected  geographic  areas.  It  also  suggested  that,  while 
beneficiaries  sometimes  reported  problems  finding  a  physician 
during  the  past  year,  those  problems  had  usually  been  resolved 
by  the  time  of  the  survey. 


6  Increased  concentration  of  beneficiaries  among  a  relatively  small  share  of  physicians  could  indicate  a  narrowing  of 
physician  choice. 
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Access  in  Medicare  Managed  Care 

Building  on  experience  in  monitoring  access  in  Medicare  fee- 
for-service,  researchers  have  also  assessed  access  in  Medicare 
managed  care.  This  work  included  a  survey  of  managed  care 
plan  enrollees  and  disenrollees  (Nelson  et  al.  1996).  The  sur- 
vey instrument  included  items  designed  to  address  a  variety 
of  dimensions  of  access,  including: 

•  the  ability  of  enrollees  to  get  different  t\pes  of  care; 

•  the  consequences  of  not  receiving  care; 

•  satisfaction  with  care  and  with  the  plan; 

•  use  of  preventive  services: 

•  receipt  of  recommended  visits  for  those  with 
chronic  conditions; 

•  information  provided  to  new  enrollees  on  how 
to  use  the  plan;  and 

•  enrollees'  awareness  of  their  appeal  rights  regarding 
plan  decisions  about  their  care. 

The  survey  also  examined  the  extent  of  beneficiary 
disenrollment  and  reasons  for  enrollment,  disenrollment, 
and  plan  switching. 

Kev  findings  from  the  survey  were  the  following: 

•  Virtually  all  enrollees  (96  percent)  rated  the 
overall  health  care  provided  by  their  plans  as 
good,  very  good,  or  excellent. 

•  Over  90  percent  would  have  recommended  their 
plan  to  a  friend  or  family  member. 

•  As  expected,  those  who  disenrolled  from  managed 
care  to  fee-for-service  reported  more  access  problems 
and  were  less  satisfied  than  others. 

•  Vulnerable  groups  of  beneficiaries — the  oldest  old, 
those  in  fair  or  poor  health,  and  the  nonelderly 
disabled — also  reported  more  access  problems. 

•  A  common  access  problem  reported  involved  home 
health  care.  Seventeen  percent  of  those  who  used 
home  health  care  said  they  did  not  get  as  much  of 
such  care  as  they  felt  they  needed. 

The  survey  also  allowed  some  comparison  of  access  of  benefi- 
ciaries in  managed  care  and  fee-for-service.  In  general,  these 
comparisons  showed  that  managed  care  enrollees  may  have 
had  more  problems  obtaining  care  than  those  in  fee-for- 
service.  This  finding  suggested  that  managed  care  enrollees 
trade  off  limits  on  access  for  better  benefits  and  lower 
out-of-pocket  costs  (PPRC  1997a). 


Based  on  this  experience,  PPRC  concluded  that  a  survey- 
based  approach  to  monitoring  access  in  Medicare  managed 
care  is  feasible.  It  also  concluded  that  periodic  surveys  of 
managed  care  enrollees  and  disenrollees  would  be  useful  given 
differences  found  in  these  two  groups'  perceptions  of  access  to 
care.  In  die  absence  of  such  surveys,  little  will  be  known  about 
access  to  care  of  managed  care  disenrollees.  Also,  such  surveys 
allow  collection  of  detailed  information  not  available  from 
other  sources  (PPRC  1997a). 

ACCESS  TO  CARE  AS  REPORTED 
BY  BENEFICIARIES 

To  gain  an  overall  perspective  on  Medicare  beneficiary  access 
issues,  the  Commission  has  analyzed  data  from  the  Medicare 
Current  Beneficiary  Survey.  This  analysis  and  the  previous 
work  of  ProPAC  and  PPRC  forms  a  basis  for  further  MedPAC 
work  on  monitoring  beneficiary  access  to  care  discussed  at  the 
end  of  this  chapter. 

The  results  of  the  analysis  are  consistent  with  those  from 
PPRC's  earlier  work  with  the  MCBS.  Most  beneficiaries 
reported  that  they  had  good  access  to  care.  Few  reported 
problems  obtaining  care,  and  satisfaction  with  the  care 
received  was  quite  high. 

Some  groups  seem  to  have  had  more  access  problems  than 
others,  how  ever.  Health  status,  supplemental  insurance  cover- 
age, race,  and  income  all  seem  to  be  characteristics  related  to 
beneficiary  access  to  care. 

While  questions  in  the  MCBS  are  not  intended  to  permit  a  full 
evaluation  of  differences  in  access  of  beneficiaries  enrolled  in 
fee-for-service  and  managed  care,  some  comparisons  are  possi- 
ble. Such  comparisons  show  no  consistent  differences  in  access 
between  the  two  groups  of  enrollees.  Managed  care  enrollees 
reported  more  trouble  obtaining  care  than  those  in  fee-for- 
service,  but  they  were  less  likely  to  delay  care  due  to  cost  than 
those  in  fee-for-service,  and  they  were  also  less  likely  to  lack  a 
physician  or  physicians'  office  as  a  usual  source  of  care.  While 
managed  care  enrollees  tended  to  report  lower  satisfaction  with 
care  than  those  in  fee-for-service,  the  differences  were  small. 

Description  of  the  Survey 

The  MCBS,  initially  fielded  in  1991,  is  a  longitudinal  survey 
of  Medicare  beneficiaries  administered  by  the  Health  Care 
Financing  Administration  (HCFA).  In  1996,  16,518  Medicare 
beneficiaries  living  in  the  community  were  interviewed  for 
the  MCBS.  They  were  asked  about  their  use  of  services, 
supplemental  insurance  coverage,  access  to  care,  health  status 
and  physical  functioning,  and  demographic  characteristics. 
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Table  8-1 


Selected  Characteristics  of  Fee-for-Service  and  Managed  Care  Enrollees, 
1996  (In  Percent) 


Characteristics 


All 


Fee-for-Service 


Managed  Care 


Race 
African  American 
White 
Other 


9.2% 
B8.5 
23 


9.2% 
38.7 
2  l 


8.7%* 
87.8 
36 


Ethnicity 
Hispanic 
Other 


64 

93.6 


GO 
94.0 


9  2* 
90.8 


Age 
85  + 

Under  85 


87 
91.4 


91.3 


8  0 
92.0 


Self-reported  health  status 
Excellent 
Very  good/good 
Fair/poor 


17.4 
56.3 
26.4 


16.7 
55.9 
27.4 


21.5* 

58.7 

19.8 


Help  with  functional  impairment 
Needed  13.9 
Not  needed  86.1 


144 

85.6 


10.7* 
89.3 


Medicare  eligibility 
Disabled,  65 
Aged 


11.3 
88.7 


12.3 
87.7 


5.0" 
95.0 


Income 
Up  to  $10,000  per  year 
Over  $10,000  per  year 


27.4 
72.7 


28.2 
71.8 


22.0* 
78.0 


Place  of  residence 
Rural 
Urban 


25.7 
74.3 


29.1 
70.9 


4.3- 
95.7 


Physician  supply 
Residence  in  HPSA 
Residence  not  in  HPSA 


18.4 
81.7 


19.1 
80.9 


13.4* 
86.6 


Supplemental  Insurance 
Private 
Medicaid 
Medicare  only 


70.7 
10.8 
18.5 


75.7 
12  1 

12.2 


NOTE:  HPSA  =  Health  Professional  Shortage  Area. 

*  Difference  between  fee-for-service  and  managed  care  enrollees  in  their  distribution  across  categories  is  statistically 
significant  at  the  0.05  level. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare  Current  Beneficiary  Survey  data. 
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The  MCBS  sample  is  designed  to  be  representative  of  the 
Medicare  beneficiarv  population  as  a  whole.  The  oldest 
old  (age  So  and  over)  and  the  disabled  (under  age  65)  are 
oversampled  because  sample  sizes  for  these  groups  w  ould 
otherwise  be  too  small  to  permit  policy  and  research 
conclusions  about  them.  New  beneficiaries  are  added  to 
the  sample  each  vear  to  represent  beneficiaries  newlv  enrolled 
since  the  previous  survev  and  to  replace  diose  who  die. 
emigrate,  or  refuse  to  participate. 

The  MCBS  is  useful  for  assessing  beneficiary  access  to  care. 
Beneficiaries  are  asked  specifically  about  problems  obtaining 
care.  Thev  are  asked  if  they  had  trouble  getting  health  care 
thev  wanted  or  needed,  and  if  they  have  delayed  seeking 
medical  care  because  of  worn  about  the  cost.  Beneficiaries 
are  also  asked  if  they  have  a  particular  physician  or  physicians' 
office  as  a  usual  source  of  care.  Such  a  usual  source  of  care 
improves  the  potential  for  preventive  care  and  promotes 
continuity  of  care  more  than  alternative  sources  of  care,  such 
as  hospital  emergency  rooms  (PPRC  1993).  The  claims  data 
merged  with  the  MCBS  show  whether  beneficiaries  received 
at  least  one  office  \isit  during  the-  year,  a  clinically-based 
indicator  of  access.7 

Data  from  the  MCBS  can  also  be  used  to  assess  satisfaction 
with  care.  Beneficiaries  are  asked  about  their  satisfaction  with 
the  availability  of  medical  care  at  night  and  on  weekends. 
They  are  also  asked  about  their  satisfaction  with  the  overall 
quality  of  care  received  in  the  past  year.  Other  questions  per- 
tain to  beneficiaries'  usual  source  of  care.  They  are  asked  if 
their  doctor  is  very  careful  to  check  everything  w  hen  they  are 
examined.  Another  question  asked  is  whether  beneficiaries 
have  great  confidence  in  their  doctor.  Responses  to  these 
questions  can  reveal,  indirectly,  whether  beneficiaries  are 
experiencing  access  problems  (PPRC  1993). 

Beginning  with  surveys  conducted  in  1996,  the  MCBS  has 
become  more  useful  for  monitoring  access  in  Medicare 
managed  care.  A  supplemental  sample  of  Medicare  HMO 
enrollees  was  added  to  the  sample  and  questions  specific 
to  managed  care  were  added.  The  questions  address 
difficulty  obtaining  referrals  to  specialists,  benefits  offered 
by  beneficiaries'  managed  care  plans,  reasons  beneficiaries 
enroll  in  plans,  and  whether  beneficiaries  would  recommend 
their  plans  to  family  members  or  friends.  Over  3,000  benefi- 
ciaries enrolled  in  Medicare  HMOs  were  surveyed  in  1996.8 


Characteristics  of  Medicare  Beneficiaries 

Monitoring  access  typically  includes  analyses  of  groups 
believed  to  be  more  vulnerable  to  access  problems  than 
others.  Information  on  die  demographic  characteristics  and 
health  status  of  beneficiaries  collected  through  the  MCBS 
allows  calculation  of  die  percentages  of  beneficiaries  falling 
into  various  groups  (see  Table  8-1). 

Looking  at  fee-for-service  and  managed  care  enrollees 
together,  two  of  die  largest  groups  of  potentially  vulnerable 
beneficiaries  are  those  who  reported  being  in  fair  or  poor 
health  and  those  li\ing  in  rural  areas.  About  one-quarter  of 
beneficiaries  said  they  have  fair  or  poor  health,  and  a  similar 
fraction  lived  in  rural  areas.  Another  relatively  large  group  is 
those  with  low  incomes,  defined  as  having  an  annual  income 
of  810,000  or  less;  about  one-quarter  of  beneficiaries  fell  into 
that  group. 

Compared  with  fee-for-service  beneficiaries,  fewer  managed 
care  enrollees  were  in  groups  viewed  as  potentially  vulnerable 
to  access  problems.  Two  groups  show  the  largest  disparities 
between  managed  care  and  fee-for-service:  residents  of  rural 
areas  and  those  disabled  and  under  the  age  of  65.  Due  to  the 
low  penetration  of  managed  care  plans  in  rural  areas,  only 
4.3  percent  of  managed  care  enrollees  lived  in  rural  areas, 
compared  with  29.1  percent  of  fee-for-service  enrollees.  Five 
percent  of  managed  care  enrollees  were  disabled  and  under 
age  65,  but  12.3  percent  of  fee-for-service  beneficiaries  were 
in  that  group.  The  comparison  of  managed  care  and  fee-for- 
service  also  shows  health  status  differences  between  the  two 
types  of  beneficiaries.  Only  19.8  percent  of  managed  care 
enrollees  reported  fair  or  poor  health,  compared  with  27.4 
percent  of  fee-for-service  beneficiaries.  On  questions  about 
functional  impairments,  10.7  percent  of  managed  care 
enrollees  said  they  needed  help  with  activities  of  daily  living, 
while  14.4  percent  of  fee-for-service  beneficiaries  reported 
needing  such  help. 

Access  in  Medicare  Fee-for-Service 

Overall,  beneficiaries  reported  good  access  to  care  in 
Medicare  fee-for-service.  Only  3.1  percent  reported  trouble 
getting  care,  and  just  8.5  percent  reported  delaying  care  due 
to  cost  (see  Table  8-2).  Most  reported  having  a  physician  or 
physicians'  office  as  a  usual  source  of  care. 


'  The  claims-based  measure  of  office  visits  excludes  services  provided  by  residents  in  hospital  outpatient  departments. 

9  Sampling  of  managed  care  enrollees  for  the  MCBS  included  an  oversampling  of  those  enrollees  living  in  southern  California 
and  south  Florida  to  allow  case  studies  of  those  high  managed  care  penetration  areas. 
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Table  8-2 


Access  to  Care  in  Medicare  Fee-for-Service,  by  Selected  Beneficiary  Characteristics, 
1996  (In  Percent) 


Characteristics 


Had  Trouble 
Getting  Care 


Delayed  Care 
Due  to  Cost 


No  Usual  Source 
of  Care 


No  Office  Visit 
This  Year 


AN 


3  I  % 


8.5% 


11.7% 


20.1% 


Race 
African  American 
White  (R) 
Other 


5.5* 

27 

93- 


12.3* 
7  9 
14.2* 


21.5* 

10.3 

15.4 


32.1* 
18  4 
32.0* 


Ethnicity 
Hispanic 
Other 


4  9' 

30 


13.6* 
8  1 


18.8* 
11.3 


28.9* 
19.6 


Age 
85  + 

Under  85 


2.3* 
3  2 


4  r 

89 


7.7* 
17  1 


12.2* 
20.9 


Self-reported  health  status 
Excellent  (R) 
Very  good  or  good 
Fair  or  poor 


2  I 
I  7 
6.7* 


4  0 
6.0* 
16.3* 


16.8 

10.7* 

10.8* 


27.0 

19.0* 

18.2* 


Help  with  functional  impairment 
Needed 
Not  needed 


7.8* 
2.3 


14.0* 
76 


8.2* 
12.3 


15.0* 
21.0 


Medicare  eligibility 
Disabled 
Aged 


11.4* 
20 


24.1* 
6.3 


19.2* 
10  7 


36.5* 
17.8 


Income 
Up  to  $10,000  per  year 
Over  $10,000  per  year 


5.0* 
24 


13.4* 
68 


17.8* 
9  7 


23.6* 
18.8 


Place  of  residence 
Rural 
Urban 


3  0 
32 


10.0* 
7.9 


11  2 

12.0 


23.0* 
18.9 


Physician  supply 
Residence  in  HPSA 
Residence  not  in  HPSA 


11.2 
9  1 


92 
8  1 


14.5* 
10.7 


23.r 

19  1 


Supplemental  Insurance 
Private 
Medicaid 
Medicare  only  (R) 


I  9' 

6  4 

7  0 


5.7* 
12.4* 
20.9 


8.2* 
17.3* 
27.8 


16.0* 
21.9* 
43.6 


NOTE:  HPSA  =  Health  Professional  Shortage  Area.  R  =  the  reference  group,  in  tests  of  statistical  significance, 
for  groups  with  more  than  two  categories 

*  Difference  between  subgroup  and  reference  group  is  statistically  significant  at  the  0.05  level. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare  Current  Beneficiary  Survey  data. 
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Table  8-3 


Satisfaction  With  Care  in  Medicare  Fee-for-Service,  by  Selected  Beneficiary 
Characteristics,  1996  (In  Percent) 


Characteristics 


Strongly  Agree/  Strongly  Agree/  Very  Satisfied/  Very  Satisfied/ 

Agree  with  Agree  with  Satisfied  with  Satisfied  with 

"Physician  Checks  "Great  Confidence  Availability  of  Overall  Quality 

Everything"  in  Physician"  Medical  Care  of  Care 


94.2% 


95.3% 


94.3% 


i.0% 


Race 
African  American 
White  (R) 
Other 


94.6 
94.0 
94.9 


95.3 
95.3 
92.2 


96.3* 
94  I 
94.0 


95.9 
96.0 
95.0 


Ethnicity 
Hispanic 
Other 


97.2* 
94.0 


94.2 
95.3 


94.4 
94.3 


93.9 
96  1 


Age 
85+ 

Under  85 


94.0 
94.2 


95.7 
95.2 


95.5 
94.2 


95.3 
96.0 


Self-reported  health  status 

Excellent  |R)  95.6 

Very  good  or  good  94.7 

Fair  or  poor  92.2* 


96.4 
96.1 
93.1* 


95.0 
95.4 
92.4* 


97.3 
97.2 
92.8* 


Help  with  functional  impairment 
Needed  92.6* 
Not  needed  94.4 


93.6* 
95.6 


92.7* 
94.7 


93.5* 
96.4 


Medicare  eligibility  status 
Disabled  93.6 
Aged  94.2 


92.1* 
95.7 


90.0* 
95  1 


92.3* 
96.5 


Income 

Up  to  $10,000  per  year  93.8 
Over  $10,000  per  year  94.2 


93.9* 
95.7 


94.2 
94.3 


95.1* 
96.5 


Place  of  residence 
Rural 
Urban 


92.3* 
94.7 


95  i 

95  3 


92.8* 
95.0 


96.2 
95.9 


Physician  supply 
Residence  in  HPSA  93.8 
Residence  not  in  HPSA  94.2 


95.2 
95  3 


93.1 
94.5 


96  1 
96.0 


Supplemental  Insurance 
Private 
Medicaid 
Medicare  only  (R) 


94.2 
94.3 
93.6 


95.8* 

93.3 

93.8 


95.0* 

93.1 

91.9 


96.6* 

93.9 

93.9 


NOTE- HPSA  =  Health  Professional  Shortage  Area.  R  =  reference  group,  in  tests  of  statistical  significance, 
for  groups  with  more  than  two  categories. 

*  Difference  between  subgroup  and  reference  group  is  statistically  significant  at  the  0.05  level. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare  Current  Beneficiary  Survey  data. 
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Table  8-4 


Access  to  Care  in  Fee-for-Service  and  Managed  Care,  by  Selected  Beneficiary 
Characteristics,  1996  (In  Percent) 


Characteristics 


Had  Trouble 
Getting  Care 


Delayed  Care 
Due  to  Cost 


No  Usual 
Source  of  Care 


Fee-for- 
Service 


Managed 
Care 


Fee-for- 
Service 


Managed 
Care 


Fee-for- 
Service 


Managed 
Care 


All  3.1% 
Race 

African  American  4  (J 

White  2.8 

Self-reported  health  status 

Excellent  2.6 

Very  good  or  good  2  0 

Fair  or  poor  5.4 

Income 

Up  to  $10,000  per  year  4.1 

Over  $10,000  per  year  3.0 


6.0%* 


4  0 
6  3' 


5  I 
4.5* 
9  r 


6  1 

6  r 


i.5% 


10.4 
8  3 


4  9 
6.6 
14.1 


11.7 
7.9 


6.3%* 


84 

5.7* 


2.6* 
4.1* 
10.8* 


94 

5.4* 


1 1 .8% 


22.2 
10.4 


17.4 
11.5 
10.0 


20.5 
9.5 


7.7%* 


12.8* 
7.4* 


9.2* 
7.1* 
7  4- 


13.2* 
6.2* 


NOTE:  Percentages  were  adjusted  for  fee-for-service  and  managed  care  differences  in  beneficiary  age,  sex,  and  self-reported 
health  status.  Self-reported  health  status  percentages  were  adjusted  for  age  and  sex  differences. 

*  Difference  between  fee-for-service  and  managed  care  is  statistically  significant  at  the  0.05  level. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare  Current  Beneficiary  Survey  data. 


Beneficiaries  also  reported  high  levels  of  satisfaction  with  care. 
Over  94  percent  were  very  satisfied  or  satisfied  with  the  avail- 
ability of  care  at  night  and  on  weekends,  and  96  percent  were 
very  satisfied  or  satisfied  with  the  overall  quality  of  their  care 
(see  Table  8-3).  Beneficiaries  also  expressed  a  high  degree  of 
confidence  in  their  physicians. 

While  access  overall  was  good  for  beneficiaries,  some  groups 
reported  more  problems  with  access  than  others.  Health 
status,  supplemental  insurance  coverage,  race,  and  income 
were  all  related  to  beneficiary  access  to  care. 

The  relationship  between  health  and  access  problems  extends 
to  those  reporting  fair  or  poor  health,  those  saying  they  need- 
ed help  with  activities  of  daily  living,  and  those  under  age  65 
who  were  eligible  for  Medicare  because  of  disability  (see  Table 
8-2).  For  example,  those  who  reported  fair  or  poor  health  were 
three  times  more  likely  to  report  having  had  trouble  getting 
care  than  those  in  excellent  health  (6.7  percent  vs.  2.1  percent). 
Those  reporting  fair  or  poor  health  also  were  much  more  likely 
to  delay  care  due  to  cost  than  those  with  excellent  health  (16.3 
percent  vs.  4.0  percent).  Beneficiaries  reporting  fair  or  poor 
health  also  had  lower  satisfaction  with  care  (see  Table  8-3). 


In  contrast  with  other  measures  of  access,  relatively  fewer 
beneficiaries  who  reported  being  in  poorer  health  said  they 
did  not  have  a  physician  or  physicians'  office  as  a  usual  source 
than  those  reporting  excellent  health.  Eleven  percent  of  those 
reporting  fair  or  poor  health  said  they  lacked  a  physician  or 
physicians'  office  as  a  usual  source  of  care,  compared  with 
17  percent  of  those  reporting  excellent  health  (see  Table  8-2). 
Beneficiaries  reporting  fair  or  poor  health  were  also  less  likely 
to  have  no  office  visits  during  the  year. 

Supplemental  insurance  coverage  is  another  factor  that 
appears  to  be  related  to  access.  Among  those  without  private 
insurance  or  Medicaid  as  supplements  to  Medicare,  20.9  per- 
cent said  they  had  delayed  care  due  to  cost,  and  27.8  percent 
lacked  a  physician  or  physicians'  office  as  a  usual  source  of 
care  (see  Table  8-2).  These  percentages  are  significantly  higher 
than  the  percentages  for  those  with  some  type  of  supplemental 
coverage.  Beneficiaries  without  supplemental  coverage  were 
also  more  likely  to  have  had  no  office  visits  during  the  year. 
On  questions  about  satisfaction  with  the  availability  and 
quality  of  care,  those  without  any  supplemental  coverage 
reported  levels  of  satisf  action  similar  to  those  with  Medicaid 
supplemental  coverage  but  lower  than  those  with  private 
supplements  (see  Table  8-3). 
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Table  8-5 


Satisfaction  in  Fee-for-Service  and  Managed  Care,  by  Selected  Beneficiary  Characteristics,  1996  (In  Percent) 


Strongly  Agree/ 
Agree  with 
"Physician  Checks 
Everything" 

Strongly  Agree/ 
Agree  with  "Great 
Confidence  in 
Physician" 

Very  Satisfied/Satisfied 
with  Availability  of 
Medical  Care, 
Evenings/Weekends 

Very  Satisfied/ 
Satisfied  with 
Overall  Quality 
of  Care 

Fee-for- 

Managed 

Fee-for- 

Managed 

Fee-for- 

Managed 

Fee-for- 

Managed 

Characteristics 

Service 

Care 

Service 

Care 

Service 

Care 

Service 

Care 

All 

94.2% 

92.3%* 

95.3% 

93.2%* 

94.6% 

93.5% 

96.0% 

94.6%* 

Race 

African  American 

95.4 

94.3 

96.2 

96.1 

97.3 

95.5 

96.9 

93.7* 

WhitP 

VVIIIIC 

94.0 

91.8* 

95.2 

92.6* 

94.3 

93.5 

95.9 

94.8* 

Self-reported  health  status 

Excellent 

95.7 

92.8* 

96.5 

91.8* 

95.2 

92.8 

97.2 

95.1 

Very  good  or  good 

94.7 

92.9* 

95.9 

94.5 

95.2 

94.3 

97.1 

96.1 

Fair  or  poor 

91.9 

90.3 

93.4 

89.7* 

93.4 

90.8 

93.3 

89.8* 

Income 

Up  to  $10,000  per  year 

94.6 

90.3* 

94.4 

92.9 

94.8 

96.1 

95.8 

94.3 

Over  $10,000  per  year 

94.0 

93.0 

95.5 

93.1* 

94.2 

92.9 

96.2 

94.5* 

NOTE:  Percentages  were  adjusted  for  fee-for-service  and  managed  care  differences  in  beneficiary  age,  sex,  and  self-reported  health  status.  Self-reported  health  status  percent- 
ages were  adjusted  for  age  and  sex  differences. 

*  Difference  between  fee-for-service  and  managed  care  is  statistically  significant  at  the  0.05  level. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare  Current  Beneficiary  Survey  data. 


African  American  beneficiaries  reported  more  access  problems 
than  white  beneficiaries.  For  example,  12.3  percent  of  African 
Americans  delayed  care  due  to  cost  but  only  7.9  percent  of 
white  beneficiaries  did  so  (see  Table  8-2).  African  Americans 
were  twice  as  likely  to  be  without  a  physician  or  physicians' 
office  as  a  usual  source  of  care,  and  they  were  more  likely  to 
have  no  office  visits  during  the  year. 

Beneficiaries  with  incomes  up  to  $1 0,000  per  year  also  had 
more  access  problems.  In  conceptual  models  of  access,  income 
is  viewed  as  a  "predisposing"  factor  in  its  influence  on  access 
to  care  (Weissman  and  Epstein  1994).  As  such,  it  probably 
underlies  some  of  the  relationships  discussed  above,  such  as 
the  one  between  supplemental  insurance  coverage  and  access. 

Comparison  of  Access  in  Fee-for-Service  and  Managed  Care 

W  hile  the  access  questions  in  the  MCBS  are  not  intended  to 
provide  a  full  evaluation  of  access  in  Medicare  managed  care 
relative  to  access  in  fee-for-service,  beneficiary  responses  to 
those  questions  reveal  some  of  the  issues  the  Commission 
will  need  to  consider  in  its  future  work. 


Beneficiaries  enrolled  in  managed  care  plans  generally  report- 
ed good  access  to  care,  with  few  problems  obtaining  care  and 
high  levels  of  satisfaction  with  care. 

Differences  in  reported  access  between  fee-for-service  and 
managed  care  enrollees  depend  on  the  dimension  of  access 
addressed  (see  Table  8-4).  When  asked  about  trouble  getting 
care,  fee-for-service  enrollees  reported  better  access.  Among 
those  in  fee-for-service,  3.1  percent  reported  trouble,  but  6.0 
percent  of  managed  care  enrollees  reported  trouble.  When 
asked  about  delaying  care  due  to  cost  or  their  usual  source  of 
care,  however,  managed  care  enrollees  reported  better  access. 
Of  those  in  managed  care,  6.3  percent  said  they  had  delayed 
care  due  to  cost,  compared  with  8.5  percent  of  fee-for-service 
enrollees.  With  respect  to  lacking  a  physician  or  physicians' 
office  as  a  usual  source  of  care,  7.7  percent  of  those  in  man- 
aged care  stated  they  had  that  problem,  but  11.8  percent  of 
fee-for-service  enrollees  responded  so. 
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Figure  8-2 


Figure  8-3 


Duration  of  Beneficiary  Managed  Care  Enrollment,  1996 
(In  Percent) 


Percent 


u  Less  than  1      1-2         3-5         6-10        11-15       16-20  0ver20 

Years 

SOURCE:  Medicare  Payment  Advisory  Commission  Analysis  of  1 996  Medicare 
Current  Beneficiary  Survey  data. 


Differences  between  fee-for-serviee  and  managed  care  are 
also  apparent  when  responses  to  access  questions  are  exam- 
ined by  beneficiary  subgroup.9  In  general,  managed  care 
enrollees  reported  more  trouble  getting  care,  compared  with 
fee-for-service  enrollees,  but  were  less  likely  to  delay  care 
due  to  cost  and  were  less  likely  to  be  without  a  physician  or 
physicians'  office  as  a  usual  source  of  care.  African  Americans, 
those  reporting  excellent  health,  and  those  with  incomes  of 
$10,000  or  less  were  exceptions,  however.  For  these  three 
groups,  differences  between  fee-for-service  and  managed  care 
in  the  percentages  of  beneficiaries  reporting  trouble  getting 
care  were  not  statistically  significant.  Also,  among  African 
Americans  and  those  with  incomes  of  $10,000  or  less,  the 
difference  between  fee-for-service  beneficiaries  and  managed 
care  enrollees  in  the  percentage  saving  they  had  delayed  care 
due  to  cost  is  not  statistically  significant. 

With  respect  to  satisfaction  with  rare,  some  statistically  signifi- 
cant but  small  differences  exist  between  fee-for-service  and 
managed  care  (see  Table  8-5).  Fee-for-service  beneficiaries 
tended  to  report  slightly  higher  satisfaction  than  their  counter- 
parts in  managed  care. 


Reasons  Beneficiaries  Joined  Managed  Care 
Plans,  1996 


Recommendation  or 


/ 

Better  benefits  25% 


SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare 
Current  Beneficiary  Survey  data. 


Beneficiaries  Enrolled  in  Managed  Care  Plans 

In  1996,  managed  care  enrollees  interviewed  for  the  M CBS 
were  asked  questions  specific  to  managed  care.  They  were 
asked  about  the  number  of  years  they  had  been  enrolled  in  a 
managed  care  plan,  the  most  important  reason  for  joining  their 
current  plan,  benefits  covered  by  the  plan,  and  whether  they 
would  recommend  their  plan  to  family  or  friends.  They  were 
also  asked  about  difficulty  obtaining  referrals  for  services  and 
whether  their  plan  had  refused  to  pay  for  emergency  treat- 
ment. Responses  to  these  latter  questions  may  help  explain 
why  some  managed  care  enrollees  had  trouble  obtaining  care. 

Most  managed  care  enrollees  had  been  in  managed  care  for 
five  years  or  less  (see  Figure  8-2).  About  22  percent  had  been 
in  a  managed  care  plan  for  less  than  a  year,  24  percent  had 
been  in  a  plan  for  one  to  two  years,  and  20  percent  have  been 
in  a  plan  for  three  to  five  years. 

The  most  important  reason  managed  care  enrollees  cited  for 
joining  their  current  plan  was  lower  cost  (see  Figure  8-3). 
Forty  percent  of  enrollees  provided  this  reason,  with  another 
25  percent  saying  they  had  joined  their  plan  for  better  benefits. 


3  Due  to  sample  size  constraints,  some  beneficiary  groups  were  excluded  from  the  fee-for-service  and  managed  care  comparison. 
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Figure  8-4 


Share  of  Medicare  Managed  Care  Enrollees  Reporting 
Coverage  for  Selected  Services,  1996 


Percent 


97 


100 


82 


79 


60 


48 


40 


Mill 

Prescriptions       Optical        Preventive        Dental      Nursing  Home 
Service 

SOURCE:  Medicare  Payment  Advisory  Commission  Analysis  of  1996  Medicare 
Current  Beneficiary  Survey  data. 
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Benefits  covered  by  managed  care  plans  that  are  not  covered 
by  fee-for-service  Medicare  may  include  prescription  drugs, 
dental  services,  optical  care,  some  preventive  care  such  as 
annual  physicals,  and  nursing  home  care  (see  Figure  8-4). 
When  asked  about  these  benefits,  most  managed  care 
enrollees  said  they  had  coverage  for  prescriptions  (S2  percent), 
optical  care  (79  percent),  preventive  care  (97  percent).  Fewer 
said  they  had  dental  coverage  (48  percent)  or  nursing  home 
coverage  (43  percent). 

Responses  to  questions  about  recommending  managed  care 
plans  to  familv  or  friends  indicate  overall  satisfaction  with 
managed  care.  When  asked  if  they  would  recommend  their 
current  plan  to  familv  or  friends,  91  percent  of  MCBS 
participants  enrolled  in  managed  care  said  they  would  do  so. 

Beneficiary  Problems  with  Managed  Care 

Given  that  managed  care  enrollees  were  more  likely  to  have 
a  physician  or  physicians'  office  as  a  usual  source  of  care  and 
were  less  likely  to  delay  care  due  to  cost,  their  trouble  getting 
care  may  not  have  involved  their  initial  contact  with  managed 
care  providers  when  seeking  care,  but  referrals  to  specialists 
or  other  providers. 


Eight  percent  of  managed  care  enrollees  reported  difficulty 
in  obtaining  referrals  to  specialists  or  other  providers.  Most 
(62  percent)  of  those  reporting  difficult)'  with  referrals  had 
difficulty  with  referrals  to  a  medical  doctor.  Some  (7  percent) 
cited  referrals  to  a  podiatrist,  and  some  (7  percent)  cited 
referrals  to  an  optometrist. 

Different  types  of  difficult)'  were  reported.  About  38  percent 
of  those  reporting  difficulty  with  referrals  said  their  plan  would 
not  authorize  the  service.  The  lack  of  a  plan  referral  to  the 
provider  die  beneficiary  wanted  to  see  was  cited  by  31  percent 
of  managed  care  enrollees  with  referral  difficult)'.  About  30 
percent  said  the  providers  location  was  not  convenient.  Onlv 
2  percent  of  managed  care  enrollees  reported  managed  care 
plans'  refusal  to  pay  for  emergency  treatment  the  beneficiary 
felt  was  necessary. 

WORK  PLAN 

The  Commission  has  several  legislative  requirements  to  moni- 
tor Medicare  beneficiary  access  to  care.  The  Balanced  Budget 
Act  ot  1997  requires  die  Commission  to  review  the  impact  of 
the  Medicare+Choice  program  on  access  to  care  for  Medicare 
beneficiaries.  It  also  requires  the  Commission  to  review  fee- 
for-service  payment  methods  and  their  relationship  to  access 
for  Medicare  beneficiaries. 

Other  MedPAC  duties  related  to  access  stem  from  the 
Omnibus  Budget  Reconciliation  Act  of  1989.  The  Commission 
must  comment  on  the  Secretary's  annual  report  on  utilization 
of  and  access  to  physicians'  services.10  As  part  of  the  review 
of  this  report,  the  Commission  is  required  to  convene  and 
consult  a  panel  of  physician  experts  to  evaluate  the  implica- 
tions of  medical  utilization  patterns  for  and  access  to  patient 
care.  These  requirements  were  transferred  from  PPRC  to 
MedPAC  by  the  BBA. 

Within  these  requirements,  the  Commission  has  latitude  with 
respect  to  the  specific  access  issues  it  addresses.  This  work 
plan  outlines  options  for  Commission  access  monitoring  work 
during  the  coming  year. 

Medicare+Choice 

The  analysis  of  MCBS  data  presented  earlier  illustrates  some 
of  the  issues  the  Commission  will  need  to  address  as  it  moni- 
tors access  of  beneficiaries  enrolled  in  the  Medicare+Choice 
program.  But  because  the  MCBS  is  not  intended  to  provide 
data  that  permit  a  full  assessment  of  access  in 
Medicare+Choice  plans,  the  Commission  will  need  to  work 


The  most  recent  report  issued  by  the  Secretary  was  for  1995. 
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with  other  data  sources  to  monitor  access  to  care  of  beneficia- 
ries enrolled  in  those  plans.  Several  sources  are  available, 
including  new  sources  of  survey  data  as  well  as  encounter 
and  enrollment  data. 

New  Surveys  for  Medicare+Choice 

The  BBA  directed  that  Medicare+Choice  plans  report  on 
beneficiary  satisfaction  with  care,  access,  quality,  and  out- 
comes. While  the  chief  intent  of  collecting  and  reporting 
such  information  is  to  facilitate  beneficiary  choice  among 
Medicare+Choice  plan  options,  the  data  may  also  be  useful 
in  measuring  beneficiary  access  to  care  in  these  plans. 
HCFA  anticipates  public  release  of  these  data  only  at  the 
plan  level,  but  the  Commission  s  legislative  mandate  will 
enable  use  of  the  data  at  the  beneficiary  level  where  available. 

Consumer  Assessment  of  Health  Plans  Survey.  The 

Consumer  Assessment  of  Health  Plans  Survey  (CAHPS), 
designed  by  the  Agency  for  Health  Care  Policy  and  Research 
(AHCPR),  will  assess  the  satisfaction  of  Medicare+Choice 
beneficiaries  with  their  plans.  Funded  by  HCFA,  approved 
contractors  will  administer  a  customized  Medicare  version  of 
the  survey  to  600  members  of  each  plan  in  1998  and  annually 
thereafter.  Although  CAHPS  will  collect  detailed  information 
on  access  and  self-reported  health  status  at  the  beneficiary 
level,  the  subjective  nature  of  some  survey  questions  may 
make  certain  comparisons  across  subgroups  difficult.  For 
example,  questions  ask  whether  the  respondents  were  able 
to  see  a  practitioner  when  they  thought  necessary,  or  ask 
respondents  to  rate  practitioners  on  a  scale  of  0  to  10. 
Different  beneficiaries,  however,  are  likely  to  have  different 
perceptions  of  their  needs  and  may  have  dif  ferent  levels  of 
satisfaction  with  identical  service.  Nevertheless,  CAHPS  will 
provide  usef  ul  information  on  beneficiary  health  status  and 
perceptions  of  access  within  health  plans. 

Health  Plan  Employer  Data  Information  Set.  The  Health 
Plan  Employer  Data  and  Information  Set  (HEDIS),  developed 
by  the  National  Committee  for  Quality  Assurance  (NCQA), 
was  initially  developed  to  aid  large  employers  in  selecting 
health  plans  offered  to  employees.  HEDIS  measures  the  qual- 
ity of  a  plan  along  a  number  of  dimensions,  including  access 
to  care.  HCFA  directed  that  Medicare+Choice  plans,  at  their 
expense,  report  a  Medicare-customized  version  of  HEDIS 
annually,  beginning  in  1997.  For  the  sake  of  reporting  consis- 
tency, NCQA-approved  auditors  will  verify  the  data  from  the 
1998  round.  Although  some  of  the  30  measures  in  the  latest 
version  of  Medicare  HEDIS  are  reported  at  the  beneficiary 


level,  most,  including  the  measures  of  access  to  care,  are 
reported  at  the  plan  level  only.  HEDIS  data  may  nevertheless 
be  useful  in  making  plan-level  or  regional  comparisons. 

Health  of  Seniors.  The  Health  of  Seniors  (HOS)  survey  was 
also  designed  by  NCQA  and  will  be  administered  in  1998  to 
1,000  members  of  each  Medicare+Choice  plan.  It  will  gauge 
in  detail  the  health  status  of  cohorts  of  Medicare  beneficiaries 
at  two-year  intervals.  HCFA  anticipates  release  of  data  from 
the  survey  after  year  2000  follow-up  of  the  first  cohort.  The 
person-level  health  status  data  from  die  HOS  may  be  useful 
to  the  Commission  to  link  with  encounter  and  enrollment 
data  for  measurement  of  clinically-based  access. 

Encounter  and  Enrollment  Data 

Encounter  and  enrollment  data  are  two  alternatives  to  survey- 
based  measures  of  access  in  Medicare+Choice.  Encounter 
data,  which  could  be  used  to  analyze  clinically-based  indicators 
of  the  type  PPRC  used  to  monitor  access  in  fee-for-service, 
will  not  be  available  for  several  years,  however."  Without 
encounter  data,  the  only  information  available  on  the  ability 
of  beneficiaries  to  obtain  needed  services  while  enrolled  in 
managed  care  will  be  from  surveys.  A  limitation  of  such 
information  is  that  it  reflects  beneficiary  perceptions  only. 

Another  option  is  enrollment  data.  ProPAC  used  enrollment 
data  to  analyze  beneficiary  satisfaction  with  managed  care 
(ProPAC  1996).  The  analysis  showed  that  the  proportion  of 
first-time  managed  care  enrollees  who  disenrolled  to  fee-for- 
service  within  3  monflis  of  enrollment  was  declining  through 
the  early  1990s.  This  finding  suggested  that  beneficiaries  were 
becoming  more  familiar  with  the  concept  of  managed  care. 
As  beneficiaries  are  given  more  choices  and  as  plans  expand 
into  new  markets,  monitoring  of  enrollment  trends  will  be 
important.  Toward  that  end,  the  Commission  could  analyze 
trends  in  managed  care  enrollees  returning  to  fee-for-service 
as  well  as  plan-specific  enrollment  patterns. 

Fee-for-Service 

A  number  of  changes  in  Medicares  fee-for-service  payment 
methods  will  be  implemented  in  the  next  few  years.  For  the 
Medicare  Fee  Schedule,  which  is  used  to  determine  physician 
payments,  the  BBA  requires  implementation  of  resource- 
based  practice  expense  relative  value  units  starting  in  1999. 
The  BBA  also  requires  that  several  providers  currently  paid  on 
a  cost  basis — hospital  outpatient  departments,  skilled  nursing 


"  The  BBA  requires  Medicare+Choice  plans  to  submit  data  on  inpatient  hospital  services  beginning  in  January  1998.  The  BBA 
also  requires  plans  to  submit  data  on  other  services  beginning  on  or  after  July  1998.  The  timetable  for  availability  of  such  data 
for  purposes  of  access  monitoring  is  unclear. 
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facilities,  home  health  agencies,  and  rehabilitation  facilities — 
be  paid  prospectively  bv  2000.  It  will  be  important  for  die 
Commission  to  monitor  the  effects  of  these  payment  changes 
on  beneficiary  access  to  care. 

MedPAC  will  need  an  approach  to  monitoring  access  that  is 
general  enough  to  encompass  the  range  of  services  involved, 
vet  specific  enough  to  detect  changes  in  access  that  mav  be 
unique  to  onlv  one  t\pe  of  senice.  One  approach  that  builds 
on  PPRC's  earlier  work  widi  clinically-based  indicators  of 
access  would  measure  use  of  specific  senices  needed  bv  diose 
with  particular  health  problems.  The  Commission  plans  to  use 
Medicare  claims  data  to  identify  different  types  of  episodes  of 
care  that  beneficiaries  experience  and  to  analvze  the  senices 
received  bv  beneficiaries  during  those  episodes  and  their 
outcomes.'2  At  a  minimum,  the  Commission  will  focus  on 
episodes  frequendv  experienced  bv  beneficiaries  and  episodes 
that  include  all  the  senices  affected  by  upcoming  payment 
methodology  changes. 

A  goal  of  the  Commission's  access  monitoring  work  will  be 
to  develop  an  early  warning  system  that  can  be  used  to  detect 
any  emerging  beneficiary  access  problems  that  may  be  attrib- 
utable to  implementation  of  new  pavment  methodologies. 
A  continuation  of  the  timely  release  of  claims  data  by  HCFA 
will  be  an  important  component  of  such  a  system.  To  augment 
claims-based  measures  of  access,  the  Commission  will  also 
explore  the  potential  of  sun  ey-based  approaches  to  monitor- 
ing access  that  can  be  implemented  soon  after  payment 
changes  are  implemented. 

Another  issue  concerns  dev  elopment  of  data  sources  needed 
for  comparison  of  access  in  the  traditional  fee-for-senice  pro- 
gram and  access  in  Medicare+Choice.  At  present,  the  MCBS 
is  one  of  the  few  sources  of  data  that  allow  such  comparisons. 
With  the  rise  in  importance  of  data  from  (.'AMPS,  HEDIS. 
and  other  surveys  for  monitoring  access  in  Medicare+Choice, 
the  need  for  similar  data  on  the  fee-for-senice  population  is 
clear.  During  the  coming  year,  the  Commission  will  explore 
the  feasibility  of  expanding  the  scope  of  these  surveys  to 
include  beneficiaries  in  Medicare  fee-for-senice. 

The  Commission  also  plans  to  address  access  to  care  of 
beneficiaries  living  in  rural  areas,  who  are  commonly 
perceived  as  vulnerable  to  access  problems.  Previous  work 
by  ProPAC  and  PPRC  in  this  area  was  inconclusive.  As  in 
the  analyses  done  by  ProPAC,  PPRC  found  ambiguous  results 
concerning  access  to  care  in  rural  areas.  These  analyses 


examined  senice  utilization  and  clinically-based  indicators  of 
access.  An  analysis  of  the  Medicare  National  Claims  History 
file  found  that  beneficiaries  residing  in  rural  areas  were  more 
likely  to  be  admitted  to  die  hospital  for  conditions  that  are 
sensitive  to  their  receipt  of  ambulatory  care  services  than  other 
Medicare  beneficiaries.  Rural  beneficiaries  were  less  likely  to 
be  admitted  to  die  hospital  through  an  emergency  room  than 
other  beneficiaries.  The  mortality  rate  of  beneficiaries  living 
in  rural  areas  was  somewhat  lower  than  that  for  all  other  bene- 
ficiaries (PPRC  1993).  Anodier  analysis  found  diat  while  rural 
beneficiaries  were  less  likely  to  receive  some  diabetes  manage- 
ment senices,  these  beneficiaries  were  also  less  likely  to  be 
admitted  to  the  hospital  for  diabetic  crises  (PPRC  1995). 

This  is  consistent  vvidi  die  ProPAC  findings  described  earlier. 
Because  this  work  was  completed  several  years  ago,  the 
Commission  will  reexamine  rural  access  issues.  Future  projects 
may  include  a  description  of  sources  of  care  in  rural  areas,  a 
beneficiary-level  analysis  of  where  rural  residents  receive  care, 
and  ongoing  analysis  of  hospital  financial  conditions  in  urban 
and  rural  areas. 

Access  to  Care  for  Medicare  Beneficiaries  and  Others 

The  past  two  years  have  brought  a  surge  in  survey  information 
that  is  collected  and  reported  about  medical  care.  Numerous 
cooperatives  of  federal  and  state  governments,  researchers, 
providers,  and  insurers  have  devised  suney  instruments  to 
gauge  spending,  access,  quality,  and  outcomes  of  care  for  many 
different  groups.  Data  from  these  surveys  may  be  useful  to  the 
Commission  for  future  analyses  of  beneficiary  access  to  care. 

One  such  survey  is  the  Medical  Expenditure  Panel  Survey 
(MEPS),  administered  by  AHCPR  and  the  National  Center 
for  Health  Statistics.  This  survey  measures  health  care 
spending  and  use  across  the  entire  population.  Fielded  in  1996 
as  a  follow-up  to  the  National  Medical  Expenditure  Survey 
of  1987,  MEPS  will  now  be  conducted  annually.  The  depth 
of  questioning  and  the  demographic  coverage  of  the  sample 
of  over  10,000  households  will  allow  researchers  to  make 
person-level  comparisons  of  both  Medicare  and  non-Medicare 
populations  in  both  fee-for-service  and  managed  care  plans. 
V1EPS  contains  specific  sections  to  measure  health  status 
and  access  to  care,  which  will  enable  a  person-level,  clinically- 
based  analysis  as  well  as  survey  participant  perceptions  about 
their  access  to  care. 


s'  Episodes  of  care  have  been  used  to  analyze  patterns  of  treatment,  severity  of  illness,  and  quality  and  outcomes  of  care. 
They  have  also  been  used  for  physician  profiling  (Cave  1995).  Episodes  can  be  defined  in  terms  of  specific  acute  events,  such  as 
myocardial  infarction  or  stroke,  or  procedures,  such  as  coronary  artery  bypass  graft  or  joint  replacement.  For  chronic  conditions, 
episodes  are  defined  as  blocks  of  time,  such  as  a  calendar  year. 
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This  chapter  surveys  the  issue  of  low  enrollment  of  vulnerable  populations  in 
managed  care,  especially  Medicare  beneficiaries  with  disabilities  and  chronic 
illnesses.  It  presents  an  overview  of  these  populations,  reviews  the  strengths 
and  weaknesses  of  managed  care  for  the  disabled  and  those  with  chronic 
illnesses,  and  discusses  reasons  why  such  beneficiaries  might  not  enroll  in  these 
plans  and  why  plans  might  not  recruit  them  as  members.  It  reviews  data  on 
managed  care  enrollment  among  these  beneficiaries  and  on  relative  costs  of 
different  beneficiary  groups.  The  chapter  concludes  with  strategies  to  address 
factors  that  discourage  enrollment  of  these  beneficiaries  in  managed  care  plans. 


Care  for  people  with  disabilities  and  chronic  illnesses 
presents  challenges  for  all  parts  of  the  health  care  system. 
These  individuals  require  careful  patient  assessment,  continu- 
ing medical  care  and  monitoring,  and  assistance  in  developing 
self-management  skills.  They  and  their  families  typically 
need  non-medical  services  such  as  social  work  and  counseling. 
However,  many  physicians,  especially  those  facing  the  incen- 
tives and  constraints  of  fee-for-service  medicine,  are  oriented 
instead  toward  relieving  symptoms  of  acute  illnesses  (Wagner 
etal.  1996). 

Managed  care  could  potentially  offer  several  advantages  to 
disabled  and  chronically  ill  Medicare  beneficiaries,  including 
greater  coordination  of  care,  financial  protections,  and 
enhanced  benefits  in  comparison  with  the  traditional  Medicare 
program.'  However,  Medicare  beneficiaries  who  are  in  poorer 
health  or  who  have  functional  disabilities  are  less  likely  to 
enroll  in  health  maintenance  organizations  (HMOs)  than 
others  (Rilevetal.  1996). 


VULNERABLE  POPULATIONS:  DEFINITION 
AND  OVERVIEW 

\  uliH'ralilc  populations  are  defined  here  as  beneficiaries  with 
characteristics  or  circumstances  that  may  hinder  access  to 
appropriate  health  care  services.  Some  beneficiaries  may  have 
difficulty  obtaining  appropriate  care  due  to  individual  health 
care  needs,  such  as  need  for  certain  specialized  care.  Others 
may  have  poor  ability  navigating  the  health  care  system  due 
to  educational,  cognitive,  or  disability  limitations.  Still  others 
may  have  attributes  that  make  providers  hesitant  to  treat  them, 
such  as  characteristics  associated  with  high  expected  costs. 
These  characteristics  include  physical,  mental,  and  cognitive 
disabilities.  Other  beneficiaries  are  very  ill,  in  deteriorating 
health,  or  chronically  ill.  The  veiy  old  are  also  often  high  users 
of  health  care  who  may  find  it  difficult  to  identify  and  obtain 
appropriate  care.  Socioeconomic  factors  can  also  affect  access. 
(See  Chapter  8  for  a  broader  discussion  of  access.)  Low 


1  Throughout  this  chapter,  references  to  the  disabled  refer  to  beneficiaries  who  are  functionally  disabled  or  mentally  disabled  as 
defined  in  the  chapter.  When  the  text  refers  to  those  eligible  for  Medicare  by  reason  of  disability,  it  explicitly  refers  to  them  as  such. 
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income  beneficiaries  may  confront  access  problems,  facing 
different  situations  depending  on  whetber  they  live  in  urban 
or  rural  areas  and  on  whether  they  receive  care  in  fee-for- 
service  or  managed  care  environments.  Other  beneficiaries 
are  covered  by  Medicaid  as  well  as  Medicare,  but  may  be 
affected  by  inconsistencies  between  the  two  programs. 

This  chapter  concentrates  on  people  with  disabilities  and 
chronic  illnesses.  These  groups  have  problems  of  high  costs 
as  well  as  special  care  needs.  These  problems  interfere  with 
access  to  care  in  the  fee-for-service  sector,  hinder  enrollment 
in  managed  care,  and  raise  problems  after  enrollment. 

PREVIOUS  WORK 

The  Medicare  Payment  Advisory  Commission  (MedPAC) 
and  its  predecessor  commissions  have  conducted  a  number 
of  studies  on  vulnerable  populations  in  general  and  their 
enrollment  in  managed  care  in  particular.  The  Prospective 
Payment  Assessment  Commission  (ProPAC)  studied  this  issue 
with  regard  to  the  Medicare  disabled  (those  eligible  by  reason 
of  disability).  This  population  consists  primarily  of  beneficia- 
ries under  the  age  of  65  who  are  eligible  for  Medicare  due  to 
the  onset  of  end-stage  renal  disease  (ESRD)  or  due  to  receipt 
of  Social  Security  Disability  Insurance  (SSDI)  payments. 
SSDI  recipients  qualify  because  they  are  unable  to  engage 
in  substantial  gainful  employment  due  to  physical  or  mental 
disability.  They  become  eligible  lor  Medicare  after  being  on 
the  SSDI  rolls  for  24  months. 

The  Medicare  disabled  enroll  in  Medicare  risk  plans  at  about 
half  the  rate  of  the  Medicare  aged  population  (ProPAC  1997). 
This  may  be  clue  in  part  to  the  reluctance  of  many  people 
with  disabilities  to  change  providers.  It  may  also  reflect  the 
fact  that  about  40  percent  are  also  eligible  for  Medicaid, 
reducing  their  financial  incentive  to  join  Medicare  managed 
care  (Davis  and  O'Brien  1996).  In  addition,  low  enrollment 
may  reflect  plan  reluctance  to  treat  patients  such  as  those 
with  mental  impairments,  who  account  for  about  30  percent 
of  the  SSDI  rolls  (ProPAC  1997). 

The  Physician  Payment  Review  Commission  (PPRC) 
conducted  a  number  of  studies  of  vulnerable  populations 
in  Medicare,  including  enrollment  of  the  disabled  and 
chronically  ill  in  managed  care.  In  its  1997  report,  PPRC 
recommended  the  development  of  risk  adjusters,  demonstra- 
tions of  innovative  care  for  vulnerable  groups  in  managed 
care,  and  the  development  of  a  research  program  to  promote 
access  for  vunerable  groups. 


To  encourage  development  and  evaluation  of  innovative  strate- 
gies in  managed  care  settings,  PPRC  convened  an  expert  panel 
in  September  1997.  The  panel  saw  a  challenge  in  encouraging 
enrollment  of  the  disabled  and  chronicallv  ill  in  managed  care, 
in  part  because  of  limited  evidence  diat  care  for  these  groups 
was  superior  in  managed  care.  The  panel  discussed  how 
Medicare  could  promote  new  models  of  care  delivery,  focusing 
on  how  to  require,  encourage,  and  induce  plans  to  promote 
change  at  the  individual  provider  level.  Several  participants, 
citing  state  Medicaid  experience,  argued  for  moving  to  greater 
specificity  in  contract  language.  It  would  be  possible  to  specify 
voluntary  standards  to  promote  care  coordination,  inclusion  of 
specific  types  of  providers,  or  use  of  specific  treatment  plans 
or  protocols.  Participants  differed  over  whether  specialized 
programs  would  be  best  developed  in  customized  delivery 
systems  for  homogeneous  populations  or  in  traditional  plans 
with  more  sophisticated  systems  and  economies  of  scale. 

MedPACs  work  on  risk  adjustment  is  relevant  to  these 
populations.  Commission  staff  has  examined  alternative  risk 
adjustment  methods  and  modeled  payments  with  the  hierar- 
chical coexisting  conditions  (HCC)  methodology  (MedPAC 
1998).  Such  an  adjustment  could  diminish  the  perceived 
risk  of  enrolling  populations  and  individuals  that  might  be 
expected  to  incur  higher  than  average  costs. 

VULNERABLE  POPULATIONS  AND 
MANAGED  CARE 

One  reason  why  capitated  health  plans  may  be  better  able  to 
coordinate  care  than  fee-for-service  providers  is  that  they  are 
f  amiliar  with  organizing  and  financing  the  services  of  multiple 
specialized  physicians  and  odier  providers.  Moreover,  payment 
by  capitation  may  allow  plans  to  allocate  resources  flexibly. 
Medicare  plans  could  contract  with  a  wide  range  of  providers 
and,  with  appropriate  supplemental  benefits,  could  even  pro- 
vide non-medical  services  not  in  the  basic  Medicare  benefit 
package.  This  could  help  beneficiaries  who  need  supportive 
and  non-medical  services,  such  as  assistance  with  transporta- 
tion and  counseling. 
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Coordination  of  care  may  be  of  special  value  to  people  with 
disabilities  and  chronic  illnesses.  They  often  must  juggle 
relationships  with  many  providers  and  negotiate  numerous 
interactions  with  the  health  care  system.  Unrelated  fee-for- 
service  providers  typically  have  separate  data  and  medical 
records  svstems,  as  well  as  inconsistent  practices  and  incom- 
plete communication.  The  organization  and  flexibility 
encouraged  bv  capitation  may  be  welcome  to  high  users  of 
health  care  such  as  the  disabled,  the  chronically  ill.  and  the 
very  old.  The  financial  protections,  as  well  as  simplified  billing 
and  pavment  arrangements,  should  be  attractiv  e  to  poor 
beneficiaries  and  possibly  to  dual  eligibles  who  must  negotiate 
two  systems.  Cost  advantages  of  managed  care  organizations, 
especially  apparent  in  plans  that  charge  zero  premiums,  are 
an  important  potential  attraction  to  low  income  beneficiaries 
(Nelson  1996). 

Despite  these  apparent  strengths,  however,  capitated  health 
plans  may  not  be  the  best  sources  of  care  for  disabled  and 
chronically  ill  beneficiaries.  Plans  are  perceived  as  being 
organized  to  provide  care  to  members  who,  when  ill,  generally 
experience  a  familiar  range  of  acute  illnesses.  Many  of  these 
illnesses  can  be  handled  by  the  plan's  primary  care  physicians 
and  even  nurse  practitioners.  By  contrast,  disabled  and  chroni- 
cally ill  members  often  have  conditions  that  are  not  cured  by 
treatments  for  acute  illnesses.  They  often  require  specialist 
care,  supportive  care,  and  non-medical  social  services. 
Disabled  and  chronically  ill  beneficiaries  present  challenges 
that  necessitate  organizational  changes,  such  as  recruitment  of 
new  specialists  and  various  changes  of  operating  procedures. 

Many  people  with  disabilities  and  chronic  illnesses  make 
heavy  use  of  specialized  services.  Evidence  about  outcome 
differences  between  specialist  and  generalist  physician  care 
are  mixed.  Some  studies  found  specialist  care  clearly  superior 
(Yelin  et  al.  1998),  some  found  no  measurable  difference 
(Greenfield  et  al.  1995),  and  others  found  that  measurement 
difficulties  prev  ented  successful  comparison  ( Horner  et  al. 
1995).  Nevertheless,  beneficiaries  with  disabilities  and  chronic 
illnesses  often  consider  access  to  specialists  very  important. 
Over  time  they  may  develop  finely  tuned,  customized  net- 
works and  personalized  deliver)'  systems  (Hurley  and  Draper 
1997).  These  beneficiaries,  or  their  spouses  or  caregivers, 
act  as  case  managers  and  may  be  reluctant  to  give  up  control 
over  their  care.  A  managed  care  organization  might  find  it 
difficult  to  match  the  care  management  that  these  beneficia- 
ries believe  they  can  provide  for  themselves. 


The  Medicare  program  has  had  some  experience  in  providing 
medical  and  supportive  services  under  capitation  to  a  popula- 
tion with  functional  disabilities  and  poor  health  status,  in 
the  Program  of  All-inclusive  Care  for  the  Elderly  (PACE). 
This  program  is  targeted  at  frail  elders  eligible  for  nursing 
home  placement.  It  is  intended  to  improve  the  management 
of  their  health  care  compared  to  fee-for-service  by  providing 
more  comprehensive  care,  substituting  primary  and  preventive 
services  for  institutional  care,  and  lessening  isolation  by 
offering  adult  day  health  care.  These  services  are  intended  to 
reduce  hospitalization  and  use  of  nursing  homes.  Preliminary 
information  suggests  that  PACE  sites  have  reduced  hospital- 
izations but  full  evaluation  results  are  not  yet  available.  PACE 
demonstrations  have  enrolled  3,600  beneficiaries  at  12  sites, 
a  fraction  of  the  beneficiary  population  thought  to  be  eligible 
under  relatively  tight  eligibility  criteria.  Care  requires  a  major 
commitment  of  resources,  with  sites  requiring  heavy  capital 
investment  per  enrollee  due  to  small  size  and  typically  employ- 
ing 60  to  80  staff  for  120  to  150  enrollees  (MedPAC  1998). 

Begun  as  a  demonstration,  PACE  operated  at  12  sites  and 
was  made  a  permanent  program  by  the  Balanced  Budget 
Act  of  1997  (BBA).  PACE  sites  cover  all  Medicare  benefits, 
all  Medicaid  benefits  (which  vary  by  state),  and  all  services 
typically  covered  through  Medicaid  home  and  community- 
based  programs.  They  are  financed  by  Medicare,  Medicaid, 
and  private  payments  from  enrollees  who  are  not  Medicaid- 
eligible  (MedPAC  1998). 

Enrollees  in  PACE  must  meet  state  criteria  for  nursing-home 
eligibility.  They  typically  have  multiple  medical  conditions 
and  functional  disabilities,  with  limitations  in  an  average  2.7 
activities  of  daily  living.  Enrollees  receive  care  from  a  multidis- 
ciplinary  team  of  physicians,  nurses,  social  workers,  physical 
and  occupational  therapists,  and  others. 

DESCRIPTIVE  DATA  ON  VULNERABLE 
POPULATIONS 

The  1996  Medicare  Current  Beneficiary  Survey  (MCBS)  can 
be  used  to  analyze  managed  care  enrollment  of  the  Medicare 
population  and  various  subgroups.  The  survey  data  are  linked 
with  Health  Care  Financing  Administration  (HCFA)  claims 
data,  permitting  calculation  of  Medicare  program  spending 
and  HCC  risk  adjustment  weights  for  beneficiaries  in  fee-for- 
service.  This  survey  has  been  conducted  by  HCFA  since 
1991.  The  1996  round  included  a  systematic  oversampling  of 
managed  care  enrollees  among  the  almost  18,000  beneficiaries 
surveyed.  This  permits  analysis  of  enrollment  among  those 
with  disabilities  and  chronic  conditions,  not  possible  with 
previous  versions  of  MCBS  or  other  data  sets. 
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Table  9-1 


Enrollment  of  Vulnerable  Populations  in  Managed 
Care,  by  Selected  Beneficiary  Characteristics,  1996 
(In  Percent) 


Characteristics 


Percent  of  All 
Beneficiaries  in  Group 


All  beneficiaries 

12.9% 

Medicare  status 

Aged 

1 3  8 

Disabled 

5.6 

End-stage  renal  disease 

7  2 

Disability  category 

Functionally  disabled 

8  6 

Mentally  disabled 

55 

Health  status 

Poor  health 

7  9 

Chronically  ill.  all  illnesses 

9  4 

Chronically  ill,  major  illnesses 

8  4 

Institutionalization 

Institutionalized 

3  9 

Non-institutionalized 

I3  4 

Socioeconomic 

Dual  eligibles 

45 

Poor  urban 

147 

Poor  rural 

1.4 

Age 
85  + 

11.0 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare 

Current  Beneficiary  Survey  data. 

Enrollment  in  Managed  Care 

Based  on  the  MCBS  data,  about  13  percent  of  beneficiaries 
were  enrolled  in  managed  care  at  some  time  in  the  calendar 
year  (see  Table  9-1).  Enrollment  differed  among  beneficiaries 
depending  on  the  reason  for  eligibility  for  Medicare.  About 
14  percent  of  the  aged  were  enrolled,  compared  with  6  per- 
cent of  those  eligible  due  to  disability.  Of  ESRD  beneficiaries, 
7  percent  were  in  managed  care." 


Enrollment  was  lower  for  those  with  functional  disabilities, 
mental  impairments,  the  chronically  ill,  those  in  poor  health, 
and  the  oldest  old.  The  functionally  disabled  are  people  who 
need  help  with  at  least  one  activity  of  dailv  living  (such  as 
bathing,  eating,  dressing,  using  a  chair,  or  using  a  toilet). 
Among  them,  9  percent  were  enrolled  in  managed  care. 
Of  those  with  mental  disabilities — impairments  such  as 
Alzheimer's  disease,  mental  retardation,  or  mental  disorder — 
6  percent  were  enrolled.  This  may  be  appropriate,  since 
beneficiaries  should  be  enrolled  only  if  they  are  fully  aware 
of  the  workings  of  managed  care  plans.  Those  with  mental 
disabilities  may  not  fully  understand  such  plans  and  may  not 
fare  well  in  them.  Among  those  who  reported  themselves  in 
poor  general  health,  8  percent  were  enrolled  in  managed  care 
plans.  The  chronically  ill  are  defined  as  those  reporting  the 
presence  of  6  or  more  chronic  conditions.  They  enrolled  at 
a  9  percent  rate.  Of  those  with  5  or  more  chronic  conditions 
other  than  hypertension  or  arthritis,  8  percent  enrolled  in 
managed  care. 

Finally,  the  oldest  old — age  85  and  older — enrolled  in  man- 
aged care  at  a  rate  of  11  percent,  modestly  below  the  13 
percent  for  all  beneficiaries.  Although  diis  group  has  long 
had  lower  managed  care  enrollment  than  any  other  age  group 
among  aged  Medicare  beneficiaries,  it  has  shown  more  rapid 
enrollment  growth  than  any  other  group  of  aged  beneficiaries. 

Beneficiaries  in  institutions  were  highly  unlikely  to  be  enrolled 
in  managed  care.  Only  4  percent  were  enrolled,  in  contrast  to 
13  percent  of  non-institutionalized  beneficiaries.  This  group 
includes  many  who  are  functionally  disabled  and  cognitively 
impaired.  Many  might  not  fare  well  in  managed  care.  The 
low  enrollment  rate  for  the  institutionalized  may  reflect  a 
lower  incentive  to  enroll  because  they  receive  many  acute 
care  services  from  the  facilities  in  which  they  live.  Further, 
many  institutionalized  beneficiaries  are  dually  eligible  for 
Medicare  and  Medicaid  and  have  most  of  their  health  costs 
covered  by  public  insurers,  reducing  the  financial  incentive 
to  enter  managed  care. 

Poor  beneficiaries  in  urban  areas  were  enrolled  at  a  rate  of 
15  percent,  somewhat  higher  than  the  average  beneficiary, 
while  the  poor  in  rural  areas  were  enrolled  at  a  very  low  rate 
of  about  1  percent.3  The  urban  rate  may  reflect  potential 
economic  attractiveness  of  managed  care,  while  the  rural 
result  may  reflect  the  low  penetration  of  HMOs  in  rural 
areas.  Enrollment  varied  little  by  racial  or  ethnic  group. 


'  Plans  cannot  enroll  beneficiaries  with  active  end-stage  renal  disease  but  may  have  them  as  members  if  they  develop  the 
condition  after  enrolling. 

'  Beneficiaries  are  classified  as  poor  if  they  have  income  below  the  Bureau  of  the  Census  poverty  threshold  for  their  household 
or  if  they  live  with  people  other  than  relatives  and  have  income  below  the  poverty  threshold  for  a  single  person. 
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Table  9-2 


Enrollment  of  Vulnerable  Populations  in  Managed 
Care,  by  Selected  Beneficiary  Characteristics  and 
Medicaid  Eligibility,  1996  (In  Percent) 


Percent  of  Percent  of 


Characteristics 

Medicaid  Eligible 
Enrolled  in 
Managed  Care 

Non-Medi 
Eligible  En 
Managed 

All  beneficiaries 

4.5% 

14.2% 

rvicUiLaic  Mdius 

AqekI 

5  5 

14.8 

Disabled 

2.1 

7.7 

End-stage  renal  disease 

:.; 

B- 

Disability  category 

Functionally  disabled 

4.0 

10.5 

Mentally  disabled 

23 

77 

Health  status 

Poor  health 

1.7 

10  2 

Chronically  ill.  all  illnesses 

3.8 

•'0  9 

Chronically  ill,  major  illnesses  3.3 

10.0 

Institutionalization 

Institutionalized 

3  0 

4.8 

Non-institutionalized 

4.9 

14.5 

Socioeconomic 

Dual  eligibles 

4.5 

Poor  urban 

6.7 

18.6 

Poor  rural 

0.3 

2  2 

Age 

85  + 

- 1 

'2  6 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare 
Current  Beneficiary  Survey  data. 


Medicare  beneficiaries  eligible  tor  Medicaid — referred  to  as 
the  dually  eligible — differ  from  those  not  eligible  for  Medicaid 
(see  Table  9-2).  While  about  5  percent  of  the  dually  eligible 
are  enrolled  in  managed  care,  14  percent  without  Medicaid 
are  enrolled,  probably  reflecting  the  stronger  financial  incen- 
tive for  beneficiaries  for  whom  public  insurance  does  not  pay 
coinsurance,  deductibles,  and  uncovered  costs.  The  dually 
eligible  have  consistently  lower  enrollment  in  managed  care, 


widi  ESRD  beneficiaries,  those  in  poor  health,  and  poor 
rural  beneficiaries  having  enrollment  rates  notably  lower  than 
non-Medicaid  eligibles.  Both  dual  eligible  and  non-Medicaid 
eligible  institutionalized  beneficiaries  have  comparably  low 
enrollment  rates. 

Costliness 

Costliness  is  measured  by  total  Medicare  program  spending 
per  beneficiary  per  year,  excluding  deductibles  and  copay- 
ments  paid  by  beneficiaries.  It  is  based  on  claims  data,  which 
reflect  data  onlv  for  beneficiaries  receiving  care  in  the  fee-for- 
service  sector.  Although  spending  probably  differs  for  similar 
beneficiaries  in  managed  care,  the  costliness  of  fee-for-service 
beneficiaries  may  assist  managed  care  organizations  in  assess- 
ing whether  specific  groups  would  be  low  cost  members. 

As  expected,  the  average  costs  for  the  disabled,  those  in  poor 
healdi,  the  chronically  ill,  and  the  oldest  old  are  above  the 
national  average  (see  Table  9-3). 4  Those  with  functional 
disabilities  have  annual  costs  more  than  twice  the  average 
for  all  beneficiaries.  Those  in  poor  general  health  have  costs 
almost  three  times  the  average,  and  those  reporting  numerous 
chronic  conditions,  as  defined  earlier,  have  costs  over  twice 
the  average.  The  very  old  have  costs  about  40  percent  more 
than  the  national  average.  People  with  mental  impairments 
have  costs  about  50  percent  more  than  average,  which  may  in 
part  reflect  the  higher  coinsurance  required  for  mental  health 
benefits.  Finally,  the  dually  eligible  have  Medicare  program 
spending  over  70  percent  above  average.  This  may  reflect 
die  large  number  of  institutionalized  dual  eligibles  with  costs 
above  average. 

The  much  higher  costs  of  disabled  and  chronically  ill  benefi- 
ciaries indicate  the  need  for  risk  adjusting  payments  to  health 
plans.  This  raises  the  question  of  these  beneficiaries'  relative 
costliness  after  such  adjustment.  The  approach  taken  here  is 
to  adjust  relative  costs  using  the  HCC  model.  (This  model  is 
discussed  in  the  Commissions  March  1998  report).5 

HCCs  perform  better  than  the  adjusted  average  per  capita 
cost  (AAPCC)  currently  used  to  pay  risk  plans,  but  they  still 
underpredict  the  costs  of  expensive  groups  and  overpredict 
those  of  less  costly  groups  (Ellis  et  al.  1996).  In  the  MCBS 
data  analyzed  here,  unadjusted  group  average  costs  ranged 
from  92  to  947  percent  of  the  national  average  (92  to  274 


4  Average  costs  for  aged  and  for  beneficiaries  eligible  due  to  disability  are  less  than  two  standard  errors  below  the  average  for 
all  beneficiaries.  Average  costs  for  the  disabled,  those  in  poor  health,  the  chronically  ill,  and  the  oldest  old  are  all  more  than  two 
standard  errors  greater  than  the  average  for  all  beneficiaries. 

'  The  HCC  prospective  model  was  used  to  predict  individual  costs.  Weights  equal  the  ratio  of  predicted  costs  for  each  group  to 
average  predicted  costs  for  all  beneficiaries.  Risk-adjusted  costs  are  group  average  actual  costs  divided  by  the  group  average  risk 
adjustment  weight.  Therefore,  groups  with  predicted  costs  lower  than  average  (an  average  weight  less  than  1 .0)  have  risk-adjusted 
costs  greater  than  actual  costs,  while  groups  with  higher  than  average  predicted  costs  (an  average  weight  more  than  1 .0)  have  risk 
adjusted  costs  below  actual  costs. 
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Table  9-3 


Average  Annual  Fee-for-Service  Cost  Per  Beneficiary 
Relative  to  Cost  For  All  Beneficiaries,  Actual  and  With 
Risk  Adjustment,  1996 


Characteristics 


Relative 
Actual 
Group  Cost 


Relative 
Risk-Adjusted 
Group  Cost 


Total  (all  beneficiaries)  100.0% 
Medicare  status 

Aged  95.3 

Disabled  96.7 

End-stage  renal  disease  946.7 

Disability  category 

Functionally  disabled  250.9 

Mentally  disabled  150.8 

Health  status 

Very  sick  274.4 
Chronically  ill,  all  illnesses  224.6 

Chronically  ill,  major  232.6 

Institutionalization 

Institutionalized  234.9 

Non-institutionalized  92.4 

Socioeconomic 

Dual  eligibles  170  5 

Poor  urban  108.5 

Poor  rural  115.8 

Age 

85+  137.8 


100.0% 


96.0 
101.3 
299.0 


152.4 
115.1 


164.9 
134.3 
133.8 


121.1 
97.6 


125.4 
109.0 
114.7 


946 


NOTE:  Actual  group  cost  is  average  Medicare  total  program  spending  for  members 
of  group  in  Medicare  Beneficiary  Survey.  Costs  risk  adjusted  by  dividing  by  average 
risk  adjustment  weight  for  group  calculated  using  hierarchical  coexisting  conditions 
(HCC)  model.  Risk  adjustment  weight  equals  cost  predicted  by  HCC  prospective 
model  divided  by  average  predicted  cost. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  1996  Medicare 
Current  Beneficiary  Survey  data. 


percent  for  groups  other  than  beneficiaries  eligible  due  to 
ESRD).  After  application  of  the  HCC  model,  group  average 
adjusted  costs  range  from  95  to  299  percent  of  the  national 
average  (95  to  165  percent  for  groups  other  than  beneficiaries 
eligible  due  to  ESRD).  This  indicates  that  the  adjustment  has 
the  intended  effect  of  moving  costs  closer  to  fOO  percent  of 
the  average.  However,  it  does  not  completely  adjust  for  differ- 
ences in  costliness  among  specific  vulnerable  groups. 

Adjusted  relative  costs  for  the  disabled,  those  in  poor  health, 
the  chronically  ill,  and  the  oldest  old  are  much  lower  than 
unadjusted  costs  for  these  groups,  falling  from  274  percent  of 


the  average  for  all  beneficiaries  to  165  percent  for  those 
in  poor  health  and  from  138  percent  to  95  percent  for  the 
oldest  old.  This  indicates  that  a  payment  system  incorporating 
similar  adjustments,  raising  relative  payments  for  high  cost 
beneficiaries  and  reducing  them  for  low  cost  ones,  could 
more  appropriately  pay  for  these  vulnerable  beneficiaries 
than  would  unadjusted  capitation  rates.6 

Such  risk-adjusted  payment  would  increase  incentives  for 
plans  to  enroll  and  provide  appropriate  care  for  the  disabled, 
those  in  poor  health,  the  chronically  ill,  and  the  oldest  old. 
However,  even  with  risk  adjustment,  payments  for  most  low 
cost  groups  remain  below  expected  average  costs  while  those 
of  most  high  costs  groups  remain  above  average.  Therefore, 
even  these  adjustments  leave  beneficiaries  who  are  disabled, 
chronically  ill,  or  in  poor  health  at  a  disadvantage  in  terms 
of  attractiveness  to  managed  care  plans  compared  with  die 
average  beneficiary. 

ADDRESSING  FACTORS  THAT  DISCOURAGE 
ENROLLMENT  IN  MANAGED  CARE 

Several  factors  discourage  enrollment  of  chronically  ill  and 
disabled  beneficiaries  in  managed  care.  They  can  be  addressed 
by  strategies  af  fecting  beneficiaries  and  plans. 

Strategies  Affecting  Beneficiaries 

Many  beneficiaries  may  be  hesitant  to  join  managed  care 
plans,  and  those  with  disabilities  and  chronic  conditions  may 
be  especially  hesitant.  Beneficiaries  are  concerned  about 
limitations  of  choice,  uncertainty,  availability  of  information, 
access  to  care,  and  quality  of  care.  Strategies  to  increase 
enrollment  should  address  these  concerns. 

Choice 

The  most  important  concerns  of  Medicare  beneficiaries 
when  considering  managed  care  pertain  to  choice,  with  the 
most  important  obstacle  to  acceptance  of  managed  care  by 
the  aged  being  concern  with  the  ability  to  keep  their  doctor 
(Frederick/Schneiders,  Inc.  1995).  People  with  disabilities 
and  the  chronically  ill  may  be  even  more  concerned  about 
being  able  to  chose  their  own  providers. 

Partial  standardization  of  the  HMO  supplemental  benefit 
package — say,  to  a  limited  range  of  options,  as  the  Omnibus 
Budget  Reconciliation  Act  (OBRA)  of  1990  provided  in  the 
Medigap  market — would  clarify  choices  and  limit  somewhat 
risk  selection  opportunities.  If  Medicare  HMO  benefits  were 
structured  to  be  comparable  with  the  Medigap  packages, 
beneficiaries  could  better  compare  Medigap  and  managed 
care  alternatives. 


Adjustment  with  HCCs  was  not  explicitly  compared  to  adjustment  using  AAPCC  demographic  adjusters  in  this  analysis,  however. 
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Clarifvins  the  t\-pes  of  choices  available  to  beneficiaries  in 
managed  care  plans — in  particular,  rules  on  referral  and  out- 
of-net\vork  care — would  address  some  of  the  most  important 
factors  discouraging  enrollment  (Frederick/Schneiders,  Inc. 
1995:  Edsman-Levitan  and  Clears-  1996).  Standardization 
would,  however,  limit  plan  ability  to  introduce  innovations  in 
benefits  and  respond  to  market  changes. 

Uncertainty 

Risk  aversion  discourages  manv  Medicare  beneficiaries  from 
joining  managed  care  organizations,  but  encourages  them  to 
obtain  supplemental  private  (Medigap)  insurance  to  cover  die 
costs  that  Medicare  does  not."  Beneficiaries  have  been  hesi- 
tant to  join  managed  care  organizations  that  have  unknown 
operating  procedures  and  quality  of  care,  in  part  because  of 
concern  that  thev  will  be  unable  to  regain  Medigap  coverage 
if  thev  later  decide  to  disenroll.  The  BBA  addresses  some  of 
these  concerns,  providing  that  anv  beneficiary  who  leaves 
Medigap  to  join  a  Medicare  managed  care  plan  for  the  first 
time,  or  who  joins  such  a  plan  upon  becoming  eligible  for 
Medicare  at  age  65,  and  who  leaves  the  plan  within  12  mondis 
is  guaranteed  issuance  of  a  Medigap  policy.  This  reduces  the 
uncertainty  if  the  beneficiarv  enrolls  in  managed  care  and 
wishes  to  return  to  fee-for-service. 

Beneficiaries'  concern  about  die  perceived  risk  of  enrolling  in 
managed  care  could  be  further  reduced  by  making  managed 
care  and  Medigap  markets  more  closely  related.  For  example, 
both  managed  care  plans  and  Medigap  insurers  could  be 
required  to  have  coordinated  annual  open  enrollment  periods. 
The  BBA  permits  beneficiaries  to  enroll  in  plans  established 
under  the  new  Medicare+Choice  program,  including  managed 
care  plans,  during  an  open  enrollment  period  each  November, 
beginning  in  1998,  and  at  any  other  times  plans  offer  open 
enrollment  (see  Chapter  2).  Beginning  in  2001,  enrollment 
occurs  during  the  November  open  season  for  the  following 
January.  However,  beneficiaries'  alternatives  include 
Medicare+Choice  plans,  Medicare  supplemented  by  Medigap, 
and  Medicare  fee-for-service  alone.  Coordinated  open 
enrollment  periods  for  all  Medicare+Choice  plans  and  for 
all  Medigap  insurers  available  to  beneficiaries  would  make  it 
easier  for  beneficiaries  to  identify  and  evaluate  their  alterna- 
tives. Pro\ision  of  clear,  unbiased,  comparative  information 
would  further  assist  choice  (Kronick  and  de  Beyer  1997). 
As  Medicare  risk  plans  began  offering  point  of  service  (POS) 
options,  providing  coverage  for  some  out  of  plan  services, 


the  distinction  between  managed  care  and  Medigap  insurance 
options  became  blurred  (McCormack  et  al.  1996).  Although 
the  future  of  POS  products  is  uncertain  under  the  BBA  (see 
Chapter  2),  the  continued  increase  in  the  number  and  variety 
of  managed  care  alternatives  may  further  reduce 
the  distinction  between  Medicare+Choice  and  Medigap 
alternatives.  Inability  of  beneficiaries  to  directly  compare 
and  choose  among  alternatives  hinders  development  of  an 
efficient  insurance  market.  Coordinated  open  enrollment 
and  comparativ  e  information  would  enhance  choice  and 
facilitate  movement  among  alternatives,  as  well  as  further 
allay  beneficiary  anxieties  about  entering  managed  care 
(Kronick  and  de  Beyer  1997). 

Information 

A  great  deal  of  research  and  field  activity  has  been  devoted  to 
determining  die  best  way  to  present  information  and  to  identi- 
fying factors  that  hinder  consumer  understanding  and  use  of 
information.  Beneficiaries  want  comparative  information  on 
health  plans,  including  information  on  the  choice  between 
managed  care  and  Medigap.  They  want  information  about 
whether  they  can  still  see  their  current  provider.  Many  have 
little  knowledge  about  how  managed  care  works.  Information 
must  be  carefully  chosen  and  presented  in  a  way  that  is 
accessible  to  and  trusted  by  the  beneficiary  (see  Chapter  3). 

Improvements  in  information  available  to  all  beneficiaries 
would  assist  some  vulnerable  beneficiaries.  Many,  especially 
the  chronically  ill,  may  have  become  adept  at  managing  their 
care.  Others,  such  as  the  poor  and  uneducated,  often  have 
difficulty  navigating  the  system.  Special  attention  should  be 
given  to  understanding  what  information  is  helpful  to  specific 
types  of  beneficiaries  and  to  assisting  them  in  processing  it. 

Access  and  Quality 

Quality  of  care  and  services  are  major  concerns  of  elderly 
beneficiaries  in  assessing  managed  care.  Among  Medicare 
managed  care  enrollees,  those  with  disabilities,  in  poor  or 
worsened  health,  and  the  oldest  old  are  more  likely  to  report 
that  they  suffer  access  problems.  (See  Chapter  8  for  a  broader 
discussion  of  access.)  In  part,  this  reflects  their  greater  need 
for  care  and  parallels  observations  among  similar  beneficiaries 
receiving  fee-for-service  care.  However,  it  may  reflect  the 
performance  of  HMOs  in  caring  for  these  populations. 


'  In  1995.  87  percent  of  beneficiaries  not  enrolled  in  managed  care  plans  had  some  sort  of  coverage  in  addition  to 
(PPRC  1997). 
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Traditional  managed  care  plans  face  real  difficulties  in  caring 
for  vulnerable  beneficiaries.  Experts  on  care  for  those  with 
disabilities  and  the  chronically  ill  have  identified  a  number 
of  innovations  that  could  help  plans  meet  their  needs  (Fox 
et  al.  1998): 

•  Case  management — High  cost  or  other  targeted  cases 
could  be  identified  and  their  care  managed  to  prevent 
deterioration  or  worsening  of  condition.  Because  case 
management  can  entail  bringing  in  diverse  resources, 
including  non-medical  ones,  to  deal  with  multiple, 
non-acute  conditions,  it  is  consistent  with  the  goals 
and  organizational  style  of  managed  care. 

•  Disease  management — Specific  diseases  could  be 
chosen  and  methods  developed  for  identifying  target 
patients  to  be  treated.  Clinical  protocols  for  treatment 
could  be  developed  and  applied.  Some  HMOs  have 
already  developed  disease  management  systems.  Other 
disease  management  systems  have  been  implemented 
in  the  fee-for-service  environment. 

•  Centers  of  excellence — HCFA  is  testing  the  bundling 
of  facility  and  physician  pricing  of  services  for  specific 
procedures  at  selected  facilities,  described  as  "centers 
of  excellence."  Similar  organizations  could  be  identified 
for  specific  chronic  illnesses.  Capitation  payments  could 
be  made  to  these  organizations,  which  would  then  pro- 
vide or  contract  for  any  related  medical  services  as  well 
as  for  other  care  and  case  management. 

Experience  with  Medicaid  and  private  sector  managed  care 
has  led  to  interest  in  other  innovations  that  could  be  applied 
to  care  for  beneficiaries  with  disabilities  and  chronic  illnesses. 
This  experience  identifies  options  for  care,  but  also  suggests 
open  questions  about  how  to  organize  it. 

•  Specialized  managed  care  organizations — An  alternative 
to  enrollment  of  people  with  disabilities  and  chronic 
conditions  in  traditional  managed  care  organizations, 
explored  in  some  Medicaid  programs,  involves  enrolling 
them  in  plans  specialized  to  meet  their  needs.  This 
would  address  the  concern  that  traditional  managed 
care  organizations  are  accustomed  to  dealing  with  acute 
illnesses  but  have  less  experience  dealing  with  many 
chronic  conditions.  Specialized  organization  techniques 
could  range  Irom  primary  care  case  management 
combined  with  an  existing  delivery  system  to  limited 
capitation  for  many  services. 


This  option  is  controversial.  Some  argue  diat  main- 
streaming  is  preferable,  because  general  managed 
care  organizations  can  provide  more  complete  care  and 
can  treat  the  frequent  comorbidities  that  accompany 
chronic  conditions.  Moreover,  specialized  plans  may 
not  be  economically  feasible,  because  diey  rely  on 
small  patient  populations  (Hurley  and  Draper  1997). 

•  Carve-outs — Arrangements  in  which  certain  benefits 
are  provided  through  contracts  with  limited  service 
providers  who  can  provide  specialized  services.  These 
may  be  capitated  or,  as  in  the  case  of  die  behavioral 
health  carve-outs  that  have  become  increasingly  preva- 
lent in  the  private  sector,  they  may  share  risk  between 
purchaser  and  contract  provider  (Frank  et  al.  1995). 

Strategies  Affecting  Plans 

Health  plans,  and  ultimately  providers  who  contract  with 
plans,  require  adequate  payment  to  be  willing  to  enroll 
members  with  high  and  variable  costs.  Such  payment  requires 
appropriate  adjustment  of  capitation  payments  to  take  account 
of  health  risk.  If  payments  do  not  reflect  anticipated  costliness, 
plans  have  strong  incentives  to  select  low  cost  members  and 
avoid  high  cost  ones.  Health  plan  payments  under  the  old 
Medicare  risk  and  under  the  new  Medicare+Choice  programs 
reflect  age,  sex,  disability  status,  institutional  status,  Medicaid 
enrollment,  and  beneficiary  work  and  employment-based 
insurance  status.  However,  such  demographic  factors  explain 
only  1  percent  of  the  variation  in  individual  beneficiaries' 
health  care  costs  (MedPAC  1998).  Beginning  in  the  year 
2000,  new  risk  adjusters  will  be  implemented  to  reflect  the 
enrollee's  health  status. 

Payments  for  those  with  disabilities  require  risk  adjustment 
even  more  than  for  the  general  population.  Since  their  costs 
are  more  predictable,  health  plans  can  more  easily  engage 
in  risk  selection,  enrolling  low  cost  beneficiaries  as  members 
and  avoiding  high  cost  ones  (Kronick  et  al.  1996).  A  plan  has 
an  incentive  to  avoid  excelling  in  care  for  people  with  disabili- 
ties and  chronic  conditions  for  fear  that  developing  a  good 
reputation  in  such  care  will  lead  to  adverse  selection  as  more 
such  members  enroll  (Jones  1996). 
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Plans  can  take  various  actions  to  select  favorable  risks.  Plans 
can  selectively  market  to  potential  members  bv  content  of 
advertisements,  actions  of  sales  staff,  and  other  measures. 
Thev  can  develop  some  parts  of  plan  infrastructure  and  not 
others.  For  example,  thev  can  choose  to  locate  health  centers 
or  recruit  network  physicians  in  certain  geographic  areas  but 
not  in  others.  Thev  can  avoid  recruiting  physicians  with  certain 
patient  bases  and  not  others,  thereby  deselecting  a  group  of 
potential  members  (Kronick  and  de  Beyer  1997).  Although 
HCFA  attempts  to  monitor  and  control  such  plan  behavior,  it 
cannot  control  all  such  actions.  Moreover,  imposing  excessive 
regulatory  restrictions  on  management  decisions  could  inhibit 
plans'  ability  to  coordinate  care. 

Aside  from  risk  selection,  plans  may  be  reluctant  to  enroll 
beneficiaries  with  disabilities  and  chronic  conditions  because 
of  the  organizational  difficulties  they  might  pose.  As  discussed 
above,  most  plans  are  accustomed  to  pro\iding  acute  care  to 
a  broad  membership.  Thev  mav  be  wary  of  the  costs,  organiza- 
tional changes,  disruptions,  and  inconveniences  involved  in 
adapting  to  new  members  with  special  needs. 

Risk  adjustment  for  the  disabled  and  chronically  ill  to  make 
payments  more  closelv  match  costs  requires  development 
and  use  of  methods  that  are  applicable  to  these  populations. 
Although  substantial  advances  have  been  made  in  recent  years, 
the  technology  of  risk  adjustment  requires  considerably  more 
development.  In  addition,  there  are  special  challenges  in 
dealing  with  people  with  disabilities  and  those  with  chronic 
illnesses  due  to  their  costliness  and  their  differences  from 
other  Medicare  beneficiaries.  Most  research  has  concentrated 
on  adjustment  techniques  calibrated  on  the  general  beneficia- 
ry population.  Such  models  may  not  perform  as  well  on 
subsets  such  as  those  with  disabilities  and  chronic  illnesses, 
as  illustrated  in  this  chapter. 

Several  risk  adjustment  systems  are  of  relevance  to  care  for 
those  with  disabilities  or  chronic  conditions.  The  Disability 
Payment  System,  developed  for  Medicaid  using  data  on 
Medicaid  disabled  recipients  under  65  years  of  age,  has  been 
a  pioneering  effort  in  this  field  (Kronick  et  al.  1996).  Its  devel- 
opers used  diagnostic  and  cost  data  to  build  models  to  forecast 
costs.  It  explains  a  modest  amount  of  variation  in  cost,  but  its 
applicability  is  limited  for  Medicare.  Although  sharing  many 
features,  the  Medicaid  disabled  population  differs  greatly  from 
Medicare  beneficiaries  with  disabilities  and  chronic  illnesses. 


The  HCC  risk  adjustment  model,  discussed  earlier  in  this 
chapter,  was  developed  using  diagnostic  information  from 
Medicare  claims  forms.  It  identifies  34  conditions  including 
cancer,  high-cost  infectious  disease,  diabetes,  and  heart 
problems  and  predicts  die  next  year's  costs  based  on  age, 
sex,  and  those  conditions  for  which  care  was  received  in  the 
current  year.  The  model  predicts  costs  for  patients  with  any 
chronic  condition  and  for  numerous  specific  chronic  condi- 
tions far  better  than  do  the  AAPCCs,  but,  as  shown  above,  it 
does  not  eliminate  die  risk  of  enrolling  high  cost  populations. 

Risk  adjustment  alone  will  not  be  sufficient  to  ensure  the 
adaptation  of  managed  care  to  the  needs  and  unique  issues 
of  vulnerable  beneficiaries.  Currently  available  models  are 
unlikely  to  assure  that  plans  will  reliably  have  rates  adequate 
to  cover  enrollee  costs,  especially  for  high  cost  chronic- 
conditions.  Combined  with  other  measures,  however,  risk 
adjustment  holds  greater  promise.  Risk  sharing,  such  as 
gradual  phase-in  of  new  risk  adjustment  methods  or  partial 
capitation,  would  ease  the  impact  on  plans  and  protect  both 
them  and  beneficiaries  from  overly  strong  incentives  to  cut 
costs.  With  other  financial  protections,  plans  would  be  more 
likely  to  enroll  vulnerable  beneficiaries  with  high  costs.  Such 
protections  could  include  outlier  rules,  payment  rates  set  by 
partial  capitation,  or  reinsurance  arrangements  mandated  by 
die  government  or  supported  by  a  public  insurance  pool. 

Financial  risks  are  not  die  only  factors  discouraging  managed 
care  enrollment  of  vulnerable  beneficiaries  with  high  and 
variable  costs.  As  discussed  earlier,  reasons  include  reluctance 
to  undertake  organizational  changes.  Policy  could  seek  to 
counter  these  non-cost  factors  that  encourage  risk  selection 
against  people  with  disabilities,  die  chronically  ill,  and  other 
vulnerable  beneficiaries. 

In  addition  to  positive  inducements  to  improve  care,  Medicare 
could  set  standards  for  care  to  diose  with  disabilities  and 
chronic  conditions.  Sanctions  could  be  applied  to  plans  that 
were  not  prepared  to  provide  adequate  care.  This  would 
increase  burdens  on  plans  but  would  increase  the  options  of 
such  beneficiaries.  Strengthened  quality  review  and  stricter 
legal  liability  rules  would  also  help  prevent  plans  from  stinting 
on  care  to  high  utilizer  groups. 
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CONCLUSIONS 

Beneficiaries  with  disabilities  and  chronic  conditions  have 
been  slow  to  enroll  in  managed  care.  This  reflects  attitudes 
and  actions  of  both  beneficiaries  and  plans.  It  also  may 
reflect  inappropriateness  of  capitated  health  plans,  as  currently 
organized,  to  provide  the  coordinated  care  from  which  these 
groups  would  benefit. 

Many  measures  that  benefit  all  beneficiaries  would  be  of 
special  value  to  people  with  disabilities  and  chronic  conditions. 
Perceived  risks  of  enrollment  in  managed  care  could  be 
reduced  by  further  reform  of  the  Medigap  market  and  better 
integration  of  it  with  the  Medicare+Choice  program.  Partial 
standardization  of  benefits  across  managed  care  plans  could 
clarify  consumer  choice  and  reduce  risk  selection.  Provision 
of  usable  consumer  information,  including  clear  information 
on  the  range  and  limitations  of  choices  tor  plan  enrollees, 
would  reduce  uncertainty  and  possibly  increase  enrollment. 

Those  with  functional  disabilities,  chronic  conditions,  or  poor 
health  status  have  costs  more  than  double  the  average  for 
all  beneficiaries.  The  most  important  policy  change  would 
be  implementation  of  an  adequate  risk  adjustment  system 
for  Medicare+Choice  payment  rates.  Such  adjustment  could 
reduce  plan  incentives  to  avoid  high  cost  enrollees  and  risk 
select.  Any  choice  of  risk  adjustment  method  should  be 
attentive  to  the  ef  fects  of  the  system  when  applied  to  those 
w  ith  disabilities  or  chronic  conditions,  not  just  its  effects 
when  applied  to  the  general  Medicare  population. 


Even  with  risk  adjustment,  diough,  costs  still  exceed  those  of 
the  average  beneficiary  for  the  disabled,  those  in  poor  health, 
and  the  chronically  ill.  It  should  be  complemented  by  otiier 
measures  to  provide  protections  to  plans  to  encourage  them  to 
enroll  high  cost  groups.  These  might  include  partial  capitation 
or  odier  forms  of  risk  sharing.  Such  measures  would  protect 
plans  from  unanticipated  effects  of  implementation  of  new 
methodologies  and  would  protect  beneficiaries  from  incentives 
to  excessively  cut  costs  and  stint  on  services.  Other  measures 
could  include  outlier  policies  and  reinsurance. 

In  addition,  development,  testing,  and  adoption  of  innovative 
methods  for  care  for  the  disabled  and  the  chronically  ill  would 
help  both  beneficiaries  and  plans.  Beneficiaries  would  gain 
from  better  care.  Plans  would  gain  by  improving  their  ability 
to  deal  with  them  without  unnecessary  disruptions  or  expense. 

Many  innovative  approaches  have  been  developed  along 
these  lines.  Case  management  and  disease  management 
could  make  care  more  complete  and  effective.  Centers  of 
excellence  could  lead  to  improvements  in  quality  of  care, 
dissemination  of  expertise  from  the  most  advanced  centers, 
and  possibly  reduced  costs.  Specialized  providers  and  carve- 
outs,  though  controversial,  could  be  examined  and  tested 
for  these  populations. 

Enrollment  of  vulnerable  populations,  especially  diose  with 
disabilities  and  chronic  conditions,  in  managed  care  is  a  chal- 
lenge for  the  Medicare  program,  for  beneficiaries,  and  for 
health  plans.  If  it  is  to  be  accomplished  in  ways  beneficial  to  all, 
it  will  require  attention  to  issues  such  as  those  discussed  here. 
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The  Medicare  program  can  have  a  profound  affect  on  care  for  people  at  the 
end  of  life,  and  on  the  quality  of  life  that  beneficiaries  experience.  Over  70 
percent  of  the  people  who  die  each  year  are  covered  by  the  Medicare  program 
(Seitovsky  1994),  and  about  80  percent  of  hospice  funding  comes  from  Medicare 
(IOM  1997).  The  dying,  in  turn,  account  for  a  large  share  of  Medicare  service 
use.  Over  one-quarter  of  Medicare  spending  is  for  people  at  the  end  of  life 
(Lubitz  and  Prihoda  1984). 


Discussions  of  Medicare  policy  in  this  area  are  necessarily 
complex.  Traditional  policy  considerations  of  cost  and  quality 
of  care  would  ideally  be  considered  against  a  complex 
backdrop  of  cultural,  moral,  and  spiritual  issues  involved 
in  care  of  the  dying.  This  chapter — the  Medicare  Payment 
Advisory  Commissions  (MedPAC's)  first  analysis  of  this 
issue — focuses  on  quality  of  care.  It  serv  es  to  highlight  seminal 
literature,  describe  quality  initiatives,  and  use  existing  data 
to  build  a  foundation  for  future  work  by  the  Commission. 

Although  the  earliest  Medicare  policy  debate  on  these  issues 
focused  on  costs,  there  is  little  to  suggest  that  this  is  either  a 
reasonable  or  desirable  focus  for  policy  discussion  at  this  time. 
Beneficiaries  at  the  end  of  life  consume  a  large  fraction  of 
Medicare  spending,  but  that  is  not  surprising  given  that  they 
tend  to  be  very  ill.  The  fraction  of  Medicare  spending  on 
behalf  of  the  dying  did  not  change  materially  in  two  decades 
(Lubitz  and  Prihoda  1984).  The  best  available  research  shows 
little  or  no  cost  savings  from  current  initiatives  in  this  area,  and 
suggests  that  the  potential  savings  from  even  the  most  radical 
changes  in  care  would  be  relatively  modest  (Emanuel  and 
Emanuel  1994). 


Recently,  policy  discussion  has  focused  on  issues  of  quality. 
There  is  wide  agreement  that  the  quality  of  care  provided  at 
the  end  of  life  is  poor.  Many  studies  have  found  that  people 
do  not  get  the  care  they  want  and  that  many  suffer  from 
high  levels  of  pain  due  to  miseommunication.  Studies  also 
suggest  that  current  payment  policies  fail  to  provide  adequate 
incentives  for  the  provision  of  palliative  care.  In  response 
to  these  findings,  many  organizations  have  introduced  projects 
aimed  at  improving  the  quality  of  care  at  the  end  of  life. 
Examples  include  the  United  Hospital  Fund  of  New  York's 
Hospital  Palliative  Care  Initiative  and  the  Robert  Wood 
Johnson  Foundations  Last  Acts  campaign. 

This  chapter  provides  an  overview  of  the  role  the  Medicare 
program  plays  in  providing  and  financing  care  at  the  end  of 
life,  and  of  the  current  quality  of  care  issues.  It  begins  with 
a  description  of  spending  patterns,  both  in  the  last  year  of  life 
and  over  beneficiaries'  lifetimes.  It  then  examines  aspects  of 
the  traditional  Medicare  program  that  focus  on  care  at  the 
end  of  life,  including  hospice,  advance  directives,  and  fee-for- 
service  payment  for  palliative  care.  The  chapter  continues  with 
a  description  of  the  poor  care  that  people  receive  at  the  end  of 
life  and  initiatives  intended  to  address  this  problem.  It  con- 
cludes with  a  brief  plan  for  how  the  Commission  will  address 
barriers  *-o  quality  care  in  the  future. 
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Figure  10-1 


Distribution  of  Medicare  Payments  in  the  Last  Months 
of  Life,  1988 
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SOURCE;  lubiti  and  Riley  1993. 

THE  MEDICARE  PROGRAM  AND 
END-OF-LIFE  CARE 

Because  the  majority  of  Americans  who  die  each  year  are 
covered  by  Medicare  the  program  has  an  important  impact 
on  care  at  the  end  of  life.  An  estimated  2.3  million  people 
died  in  1995  in  the  United  States  (IOM  1997).  Just  over 
70  percent  of  these  people  were  65  years  or  older  (National 
Center  for  Health  Statistics  1996-97). 

Payments  in  the  Last  Year  of  Life 

Medicare  expenditures  are  disproportionately  concentrated  in 
the  last  year  of  life.  Lubitz  and  Prihoda  (1984)  found  that  in 
1978,  about  28  percent  of  Medicare  program  expenditures 
were  for  the  5.9  percent  of  the  people  in  their  last  year  of  life. 
This  varied  little  from  1976  to  1988,  fluctuating  between  27.2 
and  30.6  percent. 

Within  the  last  year  of  life,  expenditures  are  further  concen- 
trated in  the  last  months  of  life  (see  Figure  10-1).  Lubitz  and 
Riley  (1993)  showed  that  in  both  1976  and  1988  about  half  of 
all  Medicare  costs  were  for  service  use  in  the  last  60  days  of 
life.  About  40  percent  of  all  costs  were  for  service  use  in  the 
last  30  days.  These  results  were  consistent  with  earlier  studies' 
findings  (Lubitz  and  Prihoda;  Gomick  et  al.  1993). 


Medicare  spending  in  the  last  year  of  life  is  lowest  for  the 
oldest  old  (Scitovsky  1988;  Gomick  et  al.  1993).  In  1984, 
total  expenditures  were  about  $25,000  for  those  between  the 
ages  of  65  and  79,  and  just  under  $20,000  for  those  aged  80 
and  over.  Those  persons  who  were  80  or  older  received  less 
acute  care  (indicated  by  fewer  hospital  services)  but  more 
nursing  home  care  and  home  health  services. 

Site  of  Death 

The  site  of  death  for  Medicare  beneficiaries  varies  by  age  and 
certain  demographic  characteristics.  In  1980,  8  percent  of 
those  between  the  ages  of  65  and  74  died  in  institutions  other 
than  hospitals  or  medical  centers,  while  34  percent  of  those 
aged  80  years  or  older  died  in  similar  settings  (IOM  1997). 
Less  recent  data  show  that  Medicare  beneficiaries  who  were 
white  or  over  85  years  were  less  likely  to  die  in  a  hospital  than 
nonwhite  or  younger  beneficiaries  (Gaumer  and  Stavins  1992). 
Those  who  elected  hospice  care  were  more  likely  to  die  at 
home  than  those  who  did  not  (Kidder  1992).  The  proportion 
of  all  deaths  occurring  in  hospitals  decreased  from  51  to  45 
percent  over  the  1982  to  1986  period. 

There  is  also  regional  variation  in  the  site  of  death  for 
Medicare  beneficiaries.  Wennberg  and  colleagues  (1998) 
divided  the  United  States  into  306  hospital  referral  regions 
to  analyze  differences  in  site  of  death.  Across  these  regions 
in  1994  and  1995,  between  20  and  51  percent  of  deaths  by 
Medicare  beneficiaries  were  in  hospitals,  with  the  likelihood 
of  dying  in  a  hospital  being  40  percent  or  greater  in  16  percent 
of  the  hospital  referral  regions.  In  general,  beneficiaries  in 
the  Middle  Atlantic  and  South  Atlantic  states  had  an  above- 
average  likelihood  of  dying  in  a  hospital,  while  regions  widi 
below-average  rates  included  the  West  Coast,  Alaska,  the 
Mountain  States,  and  the  upper  Midwest. 

Service  Mix 

The  service  mix  for  Medicare  beneficiaries  differs  between 
survivors  and  decedents  (see  Table  10-1).  Expenditures  for 
decedents  were  greater  for  all  services  in  1996,  but  the  distrib- 
ution of  services  varied  between  the  two  groups.  There  was 
an  apparent  trade-off  between  inpatient  and  physician  services. 
Inpatient  services  accounted  for  46  percent  of  total  spending 
for  survivors,  while  it  made  up  63  percent  for  decedents. 
Physician  services  comprised  28  percent  of  total  expenditures 
for  survivors,  but  only  15  percent  for  decedents.  The  percent- 
age of  total  spending  on  skilled  nursing  facility  care  was 
greater  for  decedents,  while  outpatient  and  home  health  ser- 
vices accounted  for  a  smaller  percentage  of  total  spending  for 
decedents.  Hospice  services  accounted  for  only  3  percent  of 
total  spending  for  decedents,  although  average  spending  was 
more  than  30  times  the  amount  spent  on  behalf  of  survivors. 
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Table  10-1 


Estimated  Medicare  Spending  Per  Beneficiary, 
by  Mortality  Status,  1996 

Lived 

Died 

Type  of  Service 

Estimated 
Spending 
in  1996 

Percentage 
of  Total 
Spending 

Estimated 
Spending 
in  1996 

Percentage 
of  Total 
S  n  p  n  rl  i  n  n 

Inpatient 

SI. 945 

46% 

$11,272 

63% 

Physician 

1.166 

28 

2,661 

15 

Outpatient 

439 

10 

815 

5 

Home  health 

415 

10 

1.112 

6 

Skilled  Nursing  Facility 

195 

5 

1.311 

7 

Hospice 

28 

0 

607 

2 

Total 

4.217 

IOC 

17.779 

100 

NOTE:  These  are  for  all  beneficiaries  dying  in  1996,  and  cannot  be  directly  compared 
to  statistics  for  beneficiaries  in  their  last  year  of  life.  Numbers  may  not  add  to  100 
due  to  rounding.  Persons  in  sample  who  lived  through  1996  (1,660,000)  were 
enrolled  about  12  months,  those  in  sample  who  died  in  1996  (83,600)  were  enrolled 
about  6  months. 

SOURCE:  Medicare  Payment  Advisory  Commission  analysis  of  the  5  percent  sample 
Medicare  Standard  Analytic  File  and  Enrollee  Data  Base  data  from  the  Health  Care 
Financing  Administration. 


Medicare  and  Other  Payers 

Medicare  pavs  for  a  substantial,  but  highly  variable,  portion 
of  the  care  delivered  to  people  in  their  last  year  of  life.  In 
1987,  Medicare  paid  about  61  percent  of  decedents'  expenses 
for  physician  services,  but  only  2  percent  of  nursing  home 
costs,  and  15  percent  of  beneficiaries'  costs  for  other  personal 
health  services  (see  Figure  10-2).  On  the  other  hand.  Medicare 
covers  almost  SO  percent  of  all  hospice  care  (IOM  1997). 

Medicaid  pays  for  part  of  the  cost  of  care  for  almost  70 
percent  of  nursing  home  residents  (IOM  1997).  While  studies 
using  only  Medicare  data  show  declining  costs  with  increased 
age  at  death,  studies  that  include  all  nursing  home  costs  do  not 
(Roos  et  al.  1987).  In  addition,  the  oldest  old  tend  to  use  fewer 
acute  care  services  and  more  supportive  services  that  are  not 
covered  by  Medicare  (Scitovsky  1988;  Gornick  et  al.  1993). 
The  absence  of  nursing  home  and  other  costs  in  studies  that 
use  Medicare  data  accounts  for  much  of  the  discrepancy 
regarding  costs  over  the  age  continuum. 

Hospice 

Hospice  services  are  offered  under  Medicare  for  patients  who 
are  terminally  ill.  To  be  eligible  for  hospice  benefits,  a  benefi- 
ciary must  be  entitled  to  Medicare  Part  A  and  certified  to  have 
a  terminal  illness  (defined  as  having  no  more  than  six  months 
left  to  live).  Hospices  provide  palliative  care,  which  focuses 
on  the  relief  of  pain  and  other  symptoms,  as  well  as  on  social 


Figure  10-2 


Percent  of  Decedents'  Health  Services  Paid  by 
Medicare,  1987 


Percent  Covered  by  Medicare 

100 


80 

69.7 


Hospital  Physician  Other  Nursing  Home 

Service 

SOURCE:  Scitovsky  1994. 


and  other  supportive  services.  Beneficiaries  waive  their  right 
to  Medicare  coverage  for  curative  treatments  upon  enrollment 
in  hospice,  but  they  may  disenroll  at  any  time. 

Medicare  is  the  primary  funder  of  hospice  services,  with  esti- 
mated expenditures  of  about  $2  billion  in  1997.  The  program 
pays  one  of  four  fixed  per  diem  rates  for  each  day  of  care  and 
covers  approximately  77  percent  of  hospice  patients.  Twelve 
percent  of  care  is  paid  for  by  private  insurance,  4  percent 
by  Medicaid,  and  7  percent  by  other  sources  (IOM  1997). 
In  Medicare,  spending  varies  by  the  type  of  hospice  provider, 
and  is  generally  lower  in  freestanding  hospices  compared 
with  providers  affiliated  with  a  hospital,  nursing  home,  or 
home  health  agency.  In  1986,  only  19  percent  of  beneficiaries 
in  freestanding  facilities  used  any  inpatient  care,  compared 
with  24  percent  of  hospice  beneficiaries  overall  (Kidder  1992). 

Estimates  of  cost  saving  potential  by  hospices  vary.  Early 
studies  found  lower  costs  for  terminally  ill  patients  who 
received  hospice  care  instead  of  treatment  in  a  traditional 
setting.  Kidder  (1992)  found  that  in  the  first  three  years  of 
Medicares  hospice  benefit,  the  program  avoided  $1.26  in  fee- 
for-service  costs  for  every  dollar  spent  on  hospice.  Hospice  can 
save  between  31  and  63  percent  of  medical  care  costs,  primari- 
ly because  patients  have  lower  hospital  use  in  the  last  month 
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Figure  10-3 


Illness  Impact  Trajectory 


Functional  Disability  or  Severity  of  Illness 


Time 

NOTE:  Used  by  permission. 
SOURCE:  Lynn  and  Wilkinson  1997. 


of  life.  Savings  estimates  are  sensitive  to  the  length  of  hospice 
use,  however.  Emanuel  (1996)  reports  no  savings  over  the  last 
6  or  12  months  of  life.  In  addition,  estimated  savings  may  be 
overstated  due  to  selection  bias. 

Hospice  serves  only  a  fraction  of  die  dying  population.  In 
1994,  about  15  percent  of  all  decedents  used  hospice  services 
(Lynn  and  Wilkinson  1997).  The  majority  of  Medicare  benefi- 
ciaries in  hospice  programs  had  cancer,  which  is  primarily 
due  to  the  relative  predictability  of  death  associated  with  this 
disease.  Cancer  patients  typically  have  an  extended  "...period 
of  functional  stability  and  a  relatively  predictable,  brief,  final 
course  of  decline"  (Lynn  and  Wilkinson  1997).  For  most  other 
causes  of  death,  however,  a  period  of  marked  decline  does 
not  exist.  Instead,  there  is  a  slow  decline  from  a  chronic  illness 
that  usually  ends  with  an  arrhythmia  or  infection  (see  Figure 
10-3).  These  are  unpredictable  events  and  do  not  allow  much 
time  for  enrollment  in  a  hospice  program.  Although  many 
beneficiaries  could  benefit  from  palliative  care,  hospice 
services  are  often  an  unrealistic  option. 

Recent  abuses  in  Medicares  hospice  program  have  prompted 
a  series  of  audits  by  the  Office  of  the  Inspector  General 
(OIG).  These  audits  are  part  of  the  ongoing  project  Operation 
Restore  Trust,  an  effort  by  the  Clinton  administration  to 


address  fraud  and  abuse  in  the  Medicare  and  Medicaid 
programs.  Beginning  with  an  audit  in  Puerto  Rico  in  1995, 
the  OIG  found  that  hospices  had  been  collecting  payments 
from  Medicare  for  beneficiaries  who  were  not  terminally  ill 
at  the  time  of  diagnosis.  As  of  November  1997,  OIG  had 
identified  over  $100  million  in  payments  for  beneficiaries  who 
were  not  terminally  ill,  and  recommended  that  HCFA  recover 
approximately  $37  million.  In  addition,  the  auditors  found  that 
hospices  had  not  "rigorously"  enforced  the  six-month  progno- 
sis requirement,  that  physicians  were  not  held  accountable  for 
their  certifications  of  patients'  prognoses,  and  that  marketing 
materials  de-emphasized  the  requirement  that  patients 
be  terminally  ill.  The  Balanced  Budget  Act  of  1997  addressed 
diis  issue  in  part  by  altering  the  benefit  period  so  diat  physi- 
cians must  recertify  their  patients  as  terminally  ill  every  60 
days  after  they  use  their  first  two  90-day  periods. 

Fee-for-Service  Payment  for  Palliative  Care 

Palliative  care  is  meant  to  relieve  pain  and  other  symptoms 
of  a  disease  or  disorder  that  is  no  longer  curable.  In  addition 
to  pain  relief,  diis  may  include  addressing  psychological, 
psychosocial,  and  spiritual  concerns  that  accompany  the 
process  of  dying.  While  many  beneficiaries  at  the  end  of  life 
may  desire  this  type  of  care,  Medicare  payment  policy  does 
not  provide  appropriate  incentives  for  palliative  care. 

The  provision  of  palliative  care  raises  issues  for  Medicare 
hospital  and  physician  payment.  Patients  requiring  this  kind  of 
care  may  be  more  costly  or  difficult  to  treat  than  the  average 
patient  (IOM  1997).  A  recent  Institute  of  Medicine  report 
argues  that  hospital  payment  policies  may  discourage  physi- 
cians from  providing  palliative  care  in  the  hospital  because 
there  has  not  been  a  way  to  provide  reimbursement  for  this 
care.  Moreover,  as  hospitals  discharge  patients  more  quickly, 
some  patients  may  not  receive  treatments  that  are  available 
only  in  the  hospital.  In  addition,  beneficiaries  and  their  fami- 
lies may  face  an  increased  financial  burden  if  they  have  to 
pay  for  services — such  as  prescription  drugs — that  are  covered 
for  hospitalized  patients,  but  not  for  beneficiaries  at  home. 

In  response  to  these  disincentives,  the  Medicare  program 
created  a  new  DRG  code  for  palliative  care  that  went  into 
effect  October  1,  1996  (Cassel  1996).  This  code  is  designed 
for  Medicare  beneficiaries  who  need  palliative  care  related  to 
their  primary  diagnosis.  A  study  of  physicians'  use  of  this  code 
by  HCFA  found  that  it  was  used  just  under  5,000  times  during 
the  1997  fiscal  year  (Gruber  1998).  A  proposed  rule  from 
HCFA  will  describe  the  study  results  in  detail. 
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There  mav  also  be  a  lack  of  appropriate  pavement  categories 
and  levels  for  palliative  care  that  is  provided  bv  phvsicians 
IOM  1997).  Evaluation  and  management  codes,  which 
phvsicians  are  most  likely  to  use  for  supportive  care,  do  not 
distincruish  important  characteristics  of  patients.  Visit  codes 
varv  according  to  length  of  the  \isit  and  whether  the  patient  is 
new  or  established,  but  thev  do  not  provide  for  reimbursement 
at  a  higher  rate  if  the  patient  has  physical  or  cognitive  impair- 
ments or  requires  special  services  for  education  and  counseling. 
Ambiguity  in  code  assignment  and  the  fact  that  some  carriers 
will  not  accept  codes  that  reflect  the  care  physicians  provide 
for  people  who  are  d\ing  have  led  the  IOM  to  urge 
researchers  to  conduct  "...  analyses  and  tests  of  the  palliative 
care  codes  for  physician  as  well  as  hospital  care"  (IOM  1997). 

Advance  Directives 

The  Patient  Self-Determination  Act  of  1990  requires  that 
Medicare  beneficiaries  be  given  information  about  advance 
directives  upon  receiving  services  from  a  hospital,  skilled 
nursing  facility,  hospice,  home  health  agency  or  health 
maintenance  organization  that  provides  services  under  the 
program.  An  advance  directive  that  specifies  how  a  patient 
would  like  to  be  treated  if  unable  to  make  medical  decisions 
is  commonly  called  a  "living  will."  Another  common  rvpe 
of  advance  directive,  the  "durable  power  of  attorney  for 
health  care,"  provides  for  medical  decision  making  on  behalf 
of  a  patient,  usually  by  giving  a  family  member  or  close  friend 
the  authority  to  make  treatment  decisions  when  a  patient  is 
unable  to. 

Do  not  resuscitate  (DNR)  orders  are  a  rvpe  of  living  will  that 
is  used  to  protect  patients  from  receiving  very  aggressive  care 
that  they  do  not  want  because  it  is  either  futile  or  unlikely  to 
help  maintain  an  acceptable  quality  of  life.  Researchers  have 
generally  not  found  cost  savings  associated  with  the  use  of 
DNR  orders.  Maksoud  and  colleagues  (1993)  report  no  signifi- 
cant difference  between  the  hospital  and  physician  charges 
for  patients  who  died  with  or  without  a  DNR.  Odier  studies 
(Teno  et  al.  1997;  Schneiderman  et  al.  1992)  also  found  no 
differences  in  the  resource  use  of  patients  with  a  DNR  order 
as  compared  to  those  without. 

The  lack  of  cost  savings  may  be  related  to  the  time  that  DNR 
orders  are  issued.  Most  orders  are  written  shortly  before 
death,  and  thus  have  little  chance  to  alter  the  care  provided 
to  the  patient.  One  study,  for  example,  found  that  the  average 
time  between  a  patients  death  and  the  completion  of  a  DNR 
order  was  two  days  (Scitovsky  1994).  Maksoud  and  his  col- 
leagues (1993),  however,  found  that  for  patients  who  had  a 
DNR  order,  average  charges  for  those  with  a  preadmission 
order  were  lower  than  charges  for  patients  whose  orders  were 


issued  while  they  were  in  the  hospital.  While  tins  suggests 
that  DNR  orders  may  produce  cost  savings  if  issued  earlier, 
physicians  find  it  very  difficult  to  acknowledge  that  dieir 
patient  may  die  (Callahan  1995).  Physicians'  reluctance  to 
discuss  DNR  orders  before  patients  are  on  the  brink  of  deadi 
makes  diem  an  unlikely  tool  for  cost  savings.  Perhaps  more 
importantly,  this  reluctance  may  prevent  patients  from 
receiving  the  care  they  prefer. 

QUALITY  OF  CARE 

Recent  studies  have  illustrated  the  poor  quality  of  care  diat 
people  at  the  end  of  life  frequently  receive.  This  section 
describes  these  studies  and  the  difficulty  in  changing  patterns 
of  care  in  this  area.  It  then  describes  initiatives  that  are  intend- 
ed to  improve  the  quality  of  care. 

The  SUPPORT  Study:  Documenting  Poor  Quality  of  Care 

The  Study  to  Understand  Prognoses  and  Preferences  for 
Outcomes  and  Risks  of  Treatments  (SUPPORT)  was  a 
two-part  study  that  examined  care  for  the  dying.  Phase  I  of 
the  study  described  the  process  of  decision  making  and  patient 
outcomes  for  those  who  were  dying.  The  Phase  II  intervention 
targeted  improving  communication  and  decision  making. 

Findings  from  Phase  I  showed  that  communication  between 
providers  and  patients  and  their  families  was  greatly  lacking, 
and  there  was  a  high  frequency  of  aggressive  treatment. 
According  to  Phase  I  findings,  47  percent  of  physicians 
knew  when  their  patients  wanted  to  avoid  cardiopulmonary 
resuscitation  (CPR),  46  percent  of  DNR  orders  were  written 
within  two  days  of  death,  and  38  percent  of  decedents  spent 
at  least  10  days  in  an  intensive  care  unit.  Family  members 
reported  that  decedents  experienced  moderate  to  severe 
pain  at  least  50  percent  of  the  time  (Connors  et  al.  1995). 

The  Phase  II  intervention  involved  providing  timely  prognostic 
information  to  physicians,  collecting  and  documenting  patient 
and  family  preferences  and  their  understanding  of  disease 
prognosis  and  treatment,  and  providing  a  skilled  nurse  to  help 
facilitate  better  communication  between  the  patient  and  the 
caregiver.  The  Phase  II  intervention  was  evaluated  through  a 
randomized  controlled  clinical  trial.  This  evaluation  found  die 
intervention  to  be  ineffective  in  altering  physician  behavior. 
Communication  between  physicians  and  their  patients  was  not 
improved,  physicians'  understanding  of  patient  preferences  for 
CPR  was  not  increased,  and  the  number  of  days  spent  in  the 
intensive  care  unit,  receiving  mechanical  ventilation,  or  being 
comatose  before  death  were  not  significantly  different  in  the 
intervention  group.  The  level  of  reported  pain  did  not  differ 
between  the  intervention  and  comparison  groups,  and  the  level 
of  hospital  resource  use  was  not  reduced  (Connors  et  al.  1995). 
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Additional  analyses  from  SUPPORT  study  data  continue  to 
illustrate  the  results  of  current  practices  in  caring  for  people 
at  the  end  of  life.  These  analyses  found  that  of  those  patients 
who  were  conscious  in  their  last  three  days  of  life,  about  40 
percent  had  severe  pain  most  of  the  time,  almost  80  percent 
experienced  severe  fatigue,  and  63  percent  had  difficulty 
tolerating  physical  or  emotional  symptoms  (Lynn  1997). 

This  lack  of  symptom  management  may  be  a  result  of  the  poor 
communication  between  providers,  patients,  and  their  families. 
Physicians  and  families  often  do  not  know  the  patients  prefer- 
ences for  end-of-life  care.  Only  23  percent  of  the  patients 
interviewed  in  the  SUPPORT  study  had  discussed  their 
preferences  regarding  CPR  with  their  physician.  Of  those 
who  had  not  discussed  their  preferences  with  their  physician, 
42  percent  wanted  to  have  such  a  conversation  (Hofman  et 
al.  1997).  In  addition,  it  appears  that  when  physicians  do  try  to 
communicate  with  their  patients,  patients  cannot  understand 
them.  McCormick  and  Conley  (1997)  report  of  a  recent  study 
of  22S  adult  patients  that  found  that  patients  did  not  under- 
stand 40  percent  of  the  terms  used  by  physicians. 

Physician  Education 

Poor  communication  about  end-of-life  care  may  stem  from 
inadequate  training  for  physicians.  Death  and  dying  have 
received  veiy  little  attention  in  typical  medical  school 
curricula:  in  the  1993-1994  academic  year,  only  five  of  the 
126  medical  schools  in  the  United  States  offered  a  distinct 
required  course  in  the  care  for  people  at  the  end  of  life. 
Most  of  the  others  included  care  for  the  dying  within  another 
required  course,  or  through  a  separate  elective  course 
(Hill  1995).  In  an  attempt  to  remedy  this  situation,  both  the 
American  Medical  Association  (AMA)  and  the  American 
Board  of  Internal  Medicine  (ABIM)  have  created  physician 
education  tools. 

The  AMA  has  responded  to  the  lack  of  adequate  training  with 
the  Education  for  Physicians  on  End-of-Life  Care  (EPEC) 
project.  The  project,  funded  by  the  Robert  Wood  Johnson 
Foundation,  is  a  two-year  initiative  designed  to  educate 
physicians  in  a  variety  of  components  of  end-of-life  care. 
The  curriculum  includes  instruction  on  palliative  care,  ethical 
dec  ision  making,  symptom  management,  communication  skills, 
and  psychosocial  issues.  This  information  will  be  disseminated 
through  national  and  regional  training  conferences  for  selected 
physicians  who  will  be  trained  to  use  the  curriculum  at 
their  own  institutions.  An  EPEC  monograph,  a  self-directed 
learning  program,  will  also  be  available  to  all  physicians  in  the 
United  States  (AMA  1997). 


The  ABIM  began  a  project  in  1993  dedicated  to  improving 
care  for  dying  patients  in  response  to  the  lack  of  physician 
training.  Its  goals  are  to  identify  and  promote  physician 
competency  in  care  of  dying  patients  during  internal  medicine 
residency  and  subspecialty  training.  Through  a  series  of 
initiatives,  the  project  developed  a  number  of  educational 
tools.  Those  include  two  publications  for  program  directors 
and  faculty  that  highlights  a  core  set  of  topics  related  to 
caring  for  dying  patients  (ABIM  1996). 

Model  Programs  for  Improving  the  Quality  of  Care 

In  a  reflection  of  growing  interest  in  care  for  people  at  the  end 
of  life,  much  of  which  was  stimulated  by  the  SUPPORT  study, 
innovative  projects  to  explore  many  facets  of  care  for  people 
at  the  end  of  life  are  developing.  These  projects  address  pain 
relief,  communication  between  provider  and  patient,  spiritual 
traditions,  financing,  hospice  care  for  various  sub-populations, 
care  in  nursing  homes  and  home  health  agencies,  and  other 
aspects  of  caring  for  people  at  the  end  of  life. 

Hospital  Palliative  Care  Initiative 

One  initiative  that  incorporates  many  of  these  aspects  is  the 
United  Hospital  Fund  of  New  York's  Hospital  Palliative  Care 
Initiative  (HPCI).  The  initiatives  goals  are  to  analyze  and 
improve  the  quality  of  hospital  care  for  persons  near  the  end 
of  life  and  to  promote  hospital-based  palliative  care  services 
in  New  York  City  hospitals.  Phase  I  of  the  initiative  consisted 
of  providing  $20,000  grants  to  12  hospitals  to  identify  and 
understand  the  barriers  to  providing  palliative  care  services 
and  to  develop  models  of  service  delivery  for  palliative  care. 
Phase  II  followed  with  5  of  those  12  hospitals  being  granted 
$225,000  each  over  two  years  in  order  to  implement  programs 
based  on  their  Phase  I  findings  (United  Hospital  Fund  1997). 

Each  of  the  five  hospitals  in  Phase  II  are  implementing 
distinct,  individualized  programs.  Beth  Israel  Medical  Center 
will  create  a  new  department  to  provide  hospice  care  in  the 
hospital.  Brooklyn  Hospital  Center  will  create  a  new  position 
for  a  palliative  care  expert  who  will  assess  patient  and  family 
needs  and  coordinate  the  appropriate  care.  It  will  also  provide 
palliative  care  for  discharged  patients  that  receive  home  care. 
The  Montefiore  Medical  Center  will  attempt  to  redirect 
physician  behavior  through  continuous  quality  improvement. 
Mount  Sinai  Medical  Center  will  offer  palliative  care  available 
for  hospitalized  patients  near  the  end  of  life.  Saint  Vincents 
Hospital  and  Medical  Center  will  create  a  Palliative  Care 
Consultation  Team  and  establish  a  palliative  care  curriculum 
in  the  medical  residency  program  (United  Hospital  Fund 
1997). 
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Last  Acts 

The  Robert  Wood  Johnson  Foundation  is  currentlv  funding 
more  than  20  projects  to  improve  care  for  people  at  the  end 
of  life.  The  foundation  has  also  created  Last  Acts,  a  campaign 
that  is  attempting  to  improve  communication  regarding  care 
of  the  dving  and  to  promote  the  exchange  of  information  on 
health  care  institutions  and  the  American  culture  as  thev 
pertain  to  attitudes  and  care  practices  for  care  of  the  dving. 
Six  task  forces  have  been  created  bv  Last  Acts  to  address  a 
number  of  issues  including  palliative  care,  provider  education, 
institutional  innovation,  familv.  financing,  and  die  workplace. 
Resource  committees  were  also  created  to  address  spiritualitv, 
diversitv.  standards  and  guidelines,  evaluation  and  outcomes, 
and  communication  issues.  Last  Acts  has  also  organized 
national  and  state  conferences  for  health  care  leaders  to 
address  care  at  the  end  of  life  ( Robert  Wood  Johnson 
Foundation  1997). 

Congestive  Heart  Failure  Case  Management  Program 

The  Congestive  Heart  Failure  (CHF)  Case  Management 
Program  is  directed  bv  Kaiser-Permanente  Bellflower  in 
Bellflower.  California.  The  program  serves  late-stage  CHF 
patients  who  have  been  admitted  to  a  hospital  more  than  twice 
in  one  vear.  The  objectives  of  the  program  are  to  help  patients 
achieve  optimum  qualitv  of  life,  to  provide  optimum  care,  and 
to  prevent  repeated  hospitalizations.  The  program  emphasizes 
patient  education  about  medication  use,  hospice,  and  the 
disease  itself.  After  two  years,  the  program  reports  decreased 
hospital  admissions  by  CHF  patients,  decreased  length  of  stay 
for  CHF  patients,  fewer  re-admissions  by  CHF  patients,  and 
decreased  hospital  deaths  by  program  participants  (Center  to 
Improve  Care  of  the  Dying  1997). 

OPTIONS  Program 

The  OPTIONS  program  was  established  by  the  HealthCare 
Partners  Medical  Group  in  Los  Angeles  in  1991.  It  provides 
medical  care  and  supportive  services  to  patients  who  are  ter- 
minally ill  or  whose  quality  of  life  has  been  judged  by  the 
patient  and  his  or  her  familv  to  be  unacceptable.  The  pro- 
gram's goals  are  to  provide  high  qualitv;  well-coordinated  and 
cost-effective  care  through  emphasizing  symptom  manage- 
ment, pain  control,  and  maintaining  a  high  qualitv  of  life. 
OPTIONS  provides  this  care  through  a  multidisciplinary  group 
of  providers.  In  order  to  enter  the  program  an  individual  must 
be  terminally  ill,  at  the  end-stages  of  a  disease  process,  or  have 
a  medical  condition  that  affects  long-term  quality  of  life.  The 
primary  care  provider  must  have  discussed  the  patient's  diag- 
nosis and  prognosis  with  the  patient  and  the  family.  The 
program  served  168  patients  in  its  first  two  years  and  claims 
to  have  reduced  the  likelihood  of  its  participants  dying  in  a 
hospital  (Center  to  Improve  Care  of  the  Dving  1997). 


Complex  Case  Management  Program 

The  Complex  Case  Management  Program  is  run  by  Franklin 
Health,  Inc.  It  offers  to  manage  health  services  for  very  ill 
people  primarily  insured  through  managed  care  organizations. 
These  patients  have  potentiallv  terminal  diseases  with  compli- 
cating circumstances.  One  example  would  be  a  woman  with 
stage  IV  breast  cancer  who  does  not  have  family  or  friends 
available  to  help  care  for  her  (Thar  1998).  The  program 
provides  a  nurse  to  educate  the  patient  and  the  patient's 
physician  about  the  disease  and  its  progression,  and  available 
treatment  options.  It  claims  that  costs  for  the  target  population 
were  reduced  bv  1 1  percent  compared  with  traditional  case 
management,  and  that  about  66  percent  of  participating 
patients  report  improvements  in  their  qualitv  of  life  (Franklin 
Health,  Inc.  1998). 

MediCaring 

The  MediCaring  project  is  a  proposal  by  George  Washington 
University's  Center  to  Improve  Care  for  the  Dving.  Its  goal 
is  to  extend  hospice-style  care  to  a  broader  group  of  people 
than  has  tvpically  enrolled  in  hospice.  The  program's  services 
would  be  offered  to  people  who  are  in  the  last  phase  of  life — 
between  a  few  montiis  to  a  few  years — when  the  illness 
becomes  "...sev  ere  enough  to  shape  much  of  the  person's  life 
and  is  expected  to  be  fatal"  (Lynn  and  Wilkinson  1997).  For 
example,  an  individual  with  chronic  obstructive  pulmonary 
disease  with  continuous  oxygen  use  could  qualify  for  the 
program.  The  program  would  provide  or  locate  a  variety  of 
services  ranging  from  counseling  to  emergency  medical  care 
for  its  enrollees.  Providers  would  be  funded  through  daily  or 
monthly  capitation  payments  (Lynn  and  Wilkinson  1997). 

Standards  for  Quality  Care 

In  addition  to  these  initiatives,  a  number  of  organizations 
have  responded  to  poor  quality  of  care  by  issuing  qualitv' 
standards.  The  American  Geriatrics  Society  has  generated 
a  list  of  ten  domains  for  the  measurement  of  quality  of  care 
that  was  endorsed  by  over  40  medical  and  religious  organiza- 
tions (see  Figure  10-4)  (American  Geriatrics  Society  1997). 
These  domains  provide  a  framework  by  which  quality  of 
care  may  be  assessed  and  lay  a  foundation  for  the  development 
of  clinically  relevant  measures.  The  development  of  measure- 
ment techniques  is  particularly  valuable  to  identify  areas 
for  improvement  and  to  note  improvements  that  have  been 
made.  The  Ethics  Standards  Division  of  the  American 
Medical  Association  has  also  created  its  own  document  that 
recommends  eight  elements  which  should  be  included  in 
care  that  is  delivered  to  people  at  the  end  of  life. 
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FUTURE  WORK 

While  many  people  have  become  convinced  that  spending 
for  people  in  the  last  vear  of  life  should  be  lowered,  an 
equally  important  goal  is  improving  the  quality  of  care  under 
Medicare.  The  Medicare  Payment  Advisory  Commission 
intends  to  examine  the  barriers  to  providing  high  quality 
care.  This  will  include  an  examination  of  issues  pertaining  to 
beneficiary  education,  financing,  and  medical  education. 


Figure  10-4 


Ten  Domains  for  Measuring  Quality 

Physical  and  emotional  symptoms 
Support  of  function  and  autonomy 
Advance  care  planning 

Aggressive  care  near  death — site  of  death,  CPR,  hospitalization 
Patient  and  family  satisfaction 
Global  quality  of  life 
Family  burden 
Survival  time 

Provider  continuity  and  skill 
Bereavement 


SOURCE:  American  Geriatrics  Society  1997. 
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Commissioners'  Biographies 


Gail  R.  Wilensky,  Ph.D.,  is  chair  of  the  Commission.  She  is  the  John  M.  Olin  senior  fellow  at 
Project  HOPE,  where  she  analyzes  and  develops  policies  relating  to  health  care  reform  and  ongo- 
ing changes  in  the  medical  marketplace.  She  also  frequently  advises  members  of  Congress  and 
others  on  the  policies  and  politics  of  health  care  reform.  Former  chair  of  die  Physician  Payment 
Review  Commission.  Dr.  Wilensky  has  held  several  posts  in  the  executive  branch,  most  recently 
as  deputv  assistant  to  the  President  for  policy  development  during  the  Bush  Administration  and, 
before  that,  as  administrator  of  the  Health  Care  Financing  Administration.  Recipient  of  numer- 
ous professional  awards,  she  is  a  member  of  the  Institute  of  Medicine,  a  trustee  of  die  Combined 
Benefits  Fund  of  the  United  Mine  Workers  of  America,  and  a  governor  for  the  Research  Triangle 
Institute.  In  addition  to  serving  on  many  other  professional  committees  and  corporate  boards, 
Dr.  YVilenskv  is  a  well-known  speaker  who  has  published  widely  on  healdi  policy,  economics, 
and  financing.  She  received  a  B.A.  in  psychology  and  a  Ph.D.  in  economics  from  die  University 
of  Michigan. 

Joseph  P.  Newhouse,  Ph.D.,  is  vice  chair  of  the  Commission.  He  is  the  John  D.  MacArthur 
Professor  of  Health  Policv  and  Management  at  Harvard  University  and  director  of  Harvard's 
Division  of  Health  Policy  Research  and  Education.  He  has  been  at  Harvard  since  1988. 
Previously,  Dr.  Newhouse  was  a  senior  corporate  fellow  and  deputy  program  manager  for  health 
sciences  research  and  head  of  the  economics  department  at  RAND.  He  has  conducted  research 
in  health  care  financing,  economics,  and  policy  and  was  principal  investigator  for  die  RAND 
Health  Insurance  Study.  Dr.  Newhouse  has  served  on  many  technical  panels  for  health-related 
organizations,  including  the  National  Academy  of  Social  Insurance,  the  Agency  for  Health  Care 
Policv  and  Research,  the  Health  Care  Financing  Administration,  the  Workers'  Compensation 
Research  Institute,  and  the  Association  of  American  Medical  Colleges.  He  is  a  member  of  die 
Institute  of  Medicine,  as  well  as  a  former  chair  of  die  Prospective  Payment  Assessment 
Commission  and  a  member  of  the  Physician  Payment  Review  Commission.  He  is  also  a  past 
president  of  the  Association  for  Health  Services  Research.  Dr.  Newhouse  is  editor  of  the  Journal 
of  Health  Economics  and  associate  editor  of  the  Journal  of  Economic  Perspectives.  He  received  a 
B.A.  from  Harvard  College  and  a  Ph.D.  in  economics  from  Harvard  University. 

P.  William  Curreri,  M.D.,  is  president  of  Strategem  of  Alabama,  Inc.,  an  international  health 
care  marketing  and  consulting  firm.  Dr.  Curreri  has  served  as  professor,  chairman,  and  chief 
of  surgery  at  the  University  of  South  Alabama.  He  was  also  on  the  faculties  of  the  University 
of  Washington  School  of  Medicine  and  Cornell  Medical  Center.  He  previously  served  on  the 
Physician  Payment  Review  Commission.  Dr.  Curreri  is  a  former  president  of  the  American 
Burn  Association,  the  Society  of  University  Surgeons,  the  Halstead  Society,  and  the  American 
Association  for  the  Surgery  of  Trauma.  Author  of  numerous  articles  on  surgery,  Dr.  Curreri  is 
a  member  of  the  editorial  boards  of  several  major  surgical  and  burn  care  journals  and  a  past 
editor-in-chief  of  The  American  Surgeon.  A  frequent  adviser  to  the  National  Institutes  of  Health, 
Dr.  Curreri  was  a  member  and  former  chair  of  its  Surgery,  Anesthesia,  and  Trauma  Study 
Section.  He  is  also  a  member  of  the  American  Board  of  Surgery  and  a  former  member  of 
the  executive  committee  of  the  board  of  governors  of  the  American  College  of  Surgeons, 
where  he  was  secretary  from  1987  to  1989.  Dr.  Curreri  received  a  medical  degree  from  the 
University  of  Pennsylvania  and  completed  a  surgical  residency  at  the  Hospital  of  the  University 
of  Pennsylvania. 
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Anne  B.  Jackson  is  a  member  of  the  National  Legislative  Council  of  the  American  Association 
of  Retired  Persons  and  served  as  chairperson  of  the  Health  and  Future  Generations  Committee. 
She  also  previously  served  on  the  Physician  Payment  Review  Commission.  A  registered  nurse  for 
45  years,  she  retired  in  1989.  Mrs.  Jackson  was  a  professor  in  the  Department  of  Nursing  at  City 
University  of  New  York  and  was  medical  supervisor,  head  nurse,  and  staff  nurse  for  the  Veterans 
Administration  (now  the  Department  of  Veterans  Affairs).  She  is  a  member  of  the  Institute  of 
Medicine's  Roundtable  on  Research  and  Development  of  Drugs,  Biologies,  and  Medical  Devices. 
Mrs.  Jackson  received  a  bachelor's  degree  in  education  from  Hunter  College  and  a  master's  in 
nursing  administration  from  Columbia  University  Teachers  College. 

Spencer  Johnson  has  been  president  of  the  Michigan  Health  and  Hospitals  Association  since 
1985.  Previously,  he  was  executive  vice  president  of  the  Hospital  Association  of  New  York  State. 
Mr.  Johnson's  prior  experience  includes  staff  positions  on  the  U.S.  Senate  Committee  on  Human 
Resources  and  in  the  U.S.  House  of  Representatives.  He  was  associate  director  of  the  Domestic 
Council  for  Health,  Social  Security,  and  Income  Assistance  from  1976  to  1977,  where  he  was 
responsible  lor  policy  planning  and  development  for  President  Gerald  Ford.  He  sewed  on  the 
Prospective  Payment  Assessment  Commission  as  well  as  various  boards,  including  those  of  the 
Albany  Medical  College,  the  Washington  Hospital  Center,  the  Alpha  Center,  and  the  Genesee 
Regional  Health  Planning  Council.  He  is  currently  a  board  member  of  Blue  Cross  Blue  Shield 
of  Michigan  and  the  MHA  Insurance  Company.  Mr.  Johnson  received  a  BA.  in  journalism  from 
St.  Bonaventure  University  and  an  M.P.A.  in  health  policy  and  planning  from  Cornell  University. 

Peter  Kemper,  Ph.D.,  is  vice  president  of  the  Center  for  Studying  Health  System  Change.  He 
directs  the  center's  Community  Tracking  Study,  a  major  national  studv  of  change  in  the  health 
care  system  and  its  effect  on  health  care  delivery,  access,  cost,  and  quality.  Before  that,  he  was 
director  of  the  Division  of  Long-Term  Care  Studies  at  the  Agency  for  Health  Care  Policy  and 
Research,  where  he  headed  studies  of  nursing  home  and  home  health  care.  Dr.  Kemper  has 
published  widely  on  long-term  care  of  the  elderly,  including  home  care  for  those  with  chronic 
care  needs,  nursing  home  use,  and  financing  of  care.  Earlier  in  his  career,  he  was  a  director  at 
Mathematical  Policy  Research  and  an  assistant  professor  at  Swarthmore  College.  Dr.  Kemper 
received  a  BA.  from  Oberlin  College  and  a  Ph.D.  in  economics  from  Yale  University. 

Judith  R.  Lave,  Ph.D.,  is  professor  of  health  economics  at  the  Graduate  School  of  Public 
Health  and  co-director  of  the  Center  for  Research  on  Health  Care  at  the  University  of 
Pittsburgh.  She  holds  secondary  appointments  in  the  Katz  Graduate  School  of  Business  and  in 
the  departments  of  economics  and  psychiatry.  Previously,  she  served  on  the  Prospective  Payment 
Assessment  Commission.  At  the  U.S.  Department  of  Health  and  Human  Services,  she  was  the 
director  of  the  Division  of  Economic  and  Quantitative  Analysis  in  the  Office  of  the  Deputy- 
Assistant  Secretary  and  director  of  the  Of  f  ice  of  Research  in  the  Health  Care  Financing 
Administration.  Dr.  Lave  is  also  a  member  of  the  Institute  of  Medicine  and  the  National 
Academy  of  Social  Insurance.  She  is  past  president  of  the  Association  for  Health  Services 
Research  and  the  Foundation  for  Health  Services  Research.  In  addition.  Dr.  Lave  chaired  the 
technical  panel  on  health  and  was  a  member  of  the  expert  panel  on  income  and  health  care  for 
the  Advisory  Council  on  Social  Security.  She  served  on  the  editorial  boards  of  the  Journal  of 
Health  Politics,  Policy,  and  Law  and  the  Health  Administration  Press.  She  received  a  BA.  from 
Queens  University  in  Canada,  from  which  she  also  received  an  honorary  LL.D.,  and  a  Ph.D.  in 
economics  from  Harvard  University. 
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D.  Ted  Lewers,  M.D.,  a  practicing  nephrologist  and  internist,  is  also  on  the  staff  at  the 
Memorial  Hospital  in  Easton,  Maryland.  A  member  of  die  board  of  trustees  and  secretary- 
treasurer  of  the  .American  Medical  Association,  Dr.  Lewers  is  medical  director  of  the  Easton 
and  Chestertown  Renal  Treatment  Center,  chair  of  the  board  and  chief  executive  officer  at  the 
Medical  Mutual  Liability  Insurance  Company  of  Maryland,  and  chair  of  the  board  of  die  Health 
Enhancement  Center,  Inc.  Previously,  he  serv  ed  on  the  Physician  Payment  Review  Commission. 
Long  activ  e  in  organized  medicine.  Dr.  Lewers  serv  ed  as  president  of  the  Medical  and 
Chirursical  Faculty  of  Maryland  from  1985  to  1986  and  as  vice  chair  of  the  American  Medical 
.Association's  Relative  Value  Scale  Update  Committee.  Dr.  Lewers  received  a  B.A.  from  the 
University  of  Maryland  and  a  medical  degree  from  die  University  of  Maryland  School  of 
Medicine.  He  completed  an  internship  at  die  University  of  Maryland  (Baltimore),  a  residency  at 
Maryland  General  Hospital,  and  a  fellowship  in  nephrology  at  Georgetown  University  Hospital. 

Hugh  W.  Long,  Ph.D.,  is  professor  of  health  systems  management  at  the  Tulane  University 
School  of  Public  Health  and  Tropical  Medicine  in  New  Orleans.  He  also  holds  appointments 
at  Tulane's  School  of  Law  and  the  Freeman  School  of  Business,  where  he  is  a  member  of  the 
graduate  faculty.  Dr.  Long  is  the  founder  and  faculty  director  of  Tulane's  master's  of  medical 
management  degree  program  for  physicians.  Previously,  he  served  on  the  Prospective  Payment 
Assessment  Commission.  He  has  also  taught  at  Yale,  Stanford,  San  Jose  State,  and  Ohio  State 
universities.  Dr.  Long  has  served  as  an  ad  hoc  adviser  on  health  care  financing  to  the  Committee 
on  Ways  and  Means  of  the  U.S.  House  of  Representatives  and  to  the  Committee  on  Finance  of 
the  U.S.  Senate.  He  has  also  testified  before  these  committees  on  matters  of  health  financing 
policy.  He  currently  serves  as  the  chairman  of  the  Medicare  Geographic  Classification  Review 
Board.  He  is  the  author  of  numerous  articles  on  health  care  financing  and  management  and  is  a 
member  of  the  faculty  of  the  American  College  of  Physician  Executives.  Dr.  Long  received  a  B.A. 
from  Ohio  State  University,  an  M.B.A.  and  a  Ph.D.  in  business  administration  and  finance  from 
Stanford  University,  and  a  J.D.  from  Tulane  University. 

W  illiam  A.  MacBain  is  principal  of  MacBain  and  MacBain  LLC.  He  was  formally  senior  vice 
president,  Health  Plan  Operations — New  York,  for  the  Penn  State  Geisinger  Health  System  and 
executive  director  of  Penn  State  Geisinger  Health  Plan,  Inc.  He  is  a  board  member  of  the 
American  Association  of  Health  Plans  and  a  past  commissioner  of  the  Prospective  Payment 
Assessment  Commission.  His  broad  background  in  managed  care  encompasses  general  manage- 
ment operations,  marketing,  planning,  finance,  product  and  network  development,  rate  setting, 
and  government  affairs.  Mr.  MacBain  joined  Penn  State  Geisinger  in  1988.  He  began  his  career 
with  Prepaid  Health  Plan  where  he  advanced  to  director  of  plan  administration.  In  1982,  Mr. 
MacBain  was  named  vice  president  of  finance  for  the  Nassau  (New  York)  Plan  for  Healthcare. 
After  that,  he  was  director  of  operations  for  HMO  of  Oklahoma  in  Tulsa.  He  has  a  B.A.  and  a 
master's  degree  in  hospital  and  health  service  administration  from  Cornell  University. 
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Woodrow  A.  Myers,  M.D.,  is  director  of  health  care  management  for  the  Ford  Motor 
Company.  He  is  responsible  for  health  benefits  for  active  and  retired  employees  and  their 
dependents,  for  occupational  health  and  safety  services,  and  for  disability  and  workers'  compensa- 
tion programs.  Previously,  he  was  senior  vice  president  and  corporate  medical  director  of  The 
Associated  Group  (now  Anthem  Blue  Cross  Blue  Shield).  He  was  also  New  York  City  Health 
Commissioner  and  served  as  Indiana  State  Health  Commissioner  and  secretary  to  the  Indiana 
State  Board  of  Health.  Prior  to  that,  Dr.  Myers  was  associate  director  of  the  medical-surgical 
intensive  care  unit  and  chairman  of  the  quality  assurance  program  at  die  San  Francisco  General 
Hospital,  as  well  as  an  assistant  professor  of  medicine  at  the  University  of  California,  San 
Francisco.  A  past  president  of  the  Association  of  State  and  Territorial  Health  Officials  and  former 
adviser  to  the  Committee  on  Labor  and  Human  Resources,  U.S.  Senate,  Dr.  Myers  has  taught  at 
Cornell  University,  University  of  California,  San  Francisco,  and  Indiana  University.  He  is  on  the 
boards  of  Harvard  University,  UCSF/Stanford  University  Health  Systems,  and  the  Charles  Drew 
Medical  School  in  Los  Angeles.  He  is  also  a  fellow  of  the  American  College  of  Physicians  and  of 
the  American  College  of  Physician  Executives  and  is  a  former  Robert  Wood  Johnson  Foundation 
clinical  scholar.  Dr.  Myers  received  a  B.S.  from  Stanford  University,  a  medical  degree  from 
Harvard  Medical  School,  and  an  M.B.A.  from  Stanford  University  Graduate  School  of  Business. 

Janet  G.  Newport  is  corporate  vice  president  of  regulatory  affairs  at  PacifiCare  Health  Systems, 
Inc.,  the  nations  largest  coordinated  care  Medicare  contractor.  Her  responsibilities  include 
monitoring  and  supporting  internal  operational  compliance,  policy  development,  and  regulator)' 
interpretation.  She  also  acts  as  the  liaison  with  key  regulatory  agencies.  Ms.  Newport  serves  on 
several  technical  and  advisory  committees  for  the  American  Association  of  Health  Plans  and  is 
an  industry  representative  on  the  Health  Care  Financing  Administration's  (HCFA)  Medicare 
Council.  In  addition,  Ms.  Newport  has  served  as  an  industry  representative  on  HCFA  technical 
committees  and  is  a  former  chair  of  the  American  Managed  Care  and  Review  Association's 
Medicare  Task  Force.  She  has  more  than  20  years  of  public  affairs  experience,  including  over 
10  years  running  the  Washington,  D.C.,  office  of  another  Medicare  risk  contractor.  Ms.  Newport 
received  a  B.A.  from  American  University. 

Alice  F.  Rosenblatt,  FSA,  MAAA,  is  senior  vice  president  and  chief  actuary  of  WellPoint 
Health  Networks,  where  she  is  responsible  for  the  corporate  actuarial  and  strategic  planning 
functions.  Before  joining  WellPoint  in  1996,  she  was  a  principal  at  Coopers  &  Lybrand  L.L.P, 
where  she  consulted  with  insurers,  health  plans,  providers,  and  employers.  She  is  a  former  senior 
vice  president  and  chief  actuary  of  Blue  Cross  Blue  Shield  of  Massachusetts  and  Blue  Cross 
of  California.  Other  positions  include  work  for  The  New  England  and  William  M.  Mercer,  Inc. 
Ms.  Rosenblatt  was  on  the  board  of  governors  of  the  Society  of  Actuaries  and  currently  serves 
on  the  board  of  the  American  Academy  of  Actuaries.  She  previously  chaired  the  academy's 
federal  health  committee  and  work  group  on  risk  adjustment.  Ms.  Rosenblatt  has  testified  on 
risk  adjustment  before  subcommittees  of  the  Committees  on  Ways  and  Means  and  Energy  and 
Commerce  of  the  U.S.  House  of  Representatives.  She  has  a  B.S.  and  an  M.A.  in  mathematics 
from  City  College  of  New  York  and  the  City  University  of  New  York,  respectively. 
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John  W.  Rowe,  M.D.,  is  president  of  the  Mount  Sinai  School  of  Medicine  and  the  Mount  Sinai 
Hospital  in  New  York  City,  one  of  the  nation's  largest  academic  heakh  science  centers.  He  is  also 
a  professor  of  medicine  and  geriatrics.  Before  becoming  president  of  Mount  Sinai  in  1988,  Dr. 
Rowe  was  a  professor  of  medicine  and  the  founding  director  of  the  Division  on  Aging  at  Harvard 
Medical  School  and  chief  of  gerontology  at  Boston  s  Bedi  Israel  Hospital.  He  has  written  more 
than  200  scientific  pieces,  mosdy  on  the  physiology-  of  die  aging  process,  and  a  leading  textbook 
of  geriatric  medicine.  Dr.  Rowe  is  director  of  the  MacArthur  Foundation  Research  Network 
on  Successful  Aging.  He  served  on  the  board  of  gov  ernors  of  the  American  Board  of  Internal 
Medicine  and  as  president  of  the  Gerontological  Society  of  America  and  is  a  member  of  die 
Institute  of  Medicine.  He  received  a  B.S.  from  Canisius  College  and  a  medical  degree  from 
the  University  of  Rochester. 

Gerald  M.  Shea  is  assistant  to  the  president  for  government  affairs  at  the  American  Federation 
of  Labor-Congress  of  Industrial  Organizations.  Previously,  he  served  as  executive  assistant  to  die 
union's  president,  executive  assistant  to  its  secretary-treasurer,  director  of  its  employee  benefits 
department,  and  head  of  its  healdi  care  reform  campaign.  He  also  served  on  die  Prospective 
Pavment  Assessment  Commission.  Mr.  Sheas  prior  experience  includes  12  years  with  the  national 
office  of  the  Service  Employ  ees  International  Union,  where  he  held  various  positions,  including 
assistant  to  the  president  for  government  affairs  and  health  care  division  director.  Before  diat, 
he  was  executiv  e  director  and  business  manager  of  two  local  unions.  Mr.  Shea  is  a  member  of 
the  Joint  Commission  on  die  Accreditation  of  Health  Care  Organizations,  die  Foundation  for 
Accountability,  and  the  advisory  board  of  the  Social  Security  Administration.  He  received  a  B.A. 
from  Boston  College. 
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Statutory  Mandate  of  the  Medicare 
Payment  Advisory  Commission 


The  Congress  established  the  Medicare  Payment  Advisory  Commission  (MedPAC)  in  Public 
Law  105-33  (The  Balanced  Budget  Act  of  1997).  The  current  responsibilities  of  MedPAC  are 
set  forth  in  Section  1805  of  the  Social  Security  Act,  which  is  reprinted  below. 

Sec.  1805(a)  ESTABLISHMENT — There  is  hereby  established  die  Medicare  Payment  Advisory 
Commission  (in  this  section  eferred  to  as  the  "Commission  "). 

(b)  DUTIES— 

(1)  Review  of  payment  policies  and  annual  reports — 
The  Commission  shall — 

(A)  review  payment  policies  under  this  title,  including  the  topics  described  in  paragraph  (2); 

(B)  make  recommendations  to  Congress  concerning  such  payment  policies; 

(C)  by  not  later  than  March  1  of  each  year  (beginning  with  1998),  submit  a  report  to  Congress 
containing  the  results  of  such  reviews  and  its  recommendations  concerning  such  policies;  and 

(D)  bv  not  later  than  June  1  of  each  year  (beginning  with  1998),  submit  a  report  to  Congress 
containing  an  examination  of  issues  affecting  the  Medicare  program,  including  die  implications 
of  changes  in  health  care  delivery  in  the  United  States  and  in  the  market  for  health  care  services 
on  the  Medicare  program. 

(2)  SPECIFIC  TOPICS  TO  BE  REVIEWED — 

(A)  MEDICARE+CHOICE  PROGRAM— Specifically,  the  Commission  shall  review, 
with  respect  to  the  Medicare + Choice  program  under  part  C,  the  following: 

(i)  The  methodology  for  making  payment  to  plans  under  such  program,  including  the  making  of 
differential  payments  and  the  distribution  of  differential  updates  among  different  payment  areas. 

(ii)  The  mechanisms  used  to  adjust  payments  for  risk  and  the  need  to  adjust  such  mechanisms  to 
take  into  account  health  status  of  beneficiaries. 

(iii)  The  implications  of  risk  selection  both  among  Medicare+Choice  organizations  and  between 
the  Medicare+Choice  option  and  the  original  Medicare  fee-for-service  option. 

(iv)  The  development  and  implementation  of  mechanisms  to  assure  the  quality  of  care  for  those 
enrolled  with  Medicare+Choice  organizations. 

(v)  The  impact  of  the  Medicare+Choice  program  on  access  to  care  for  Medicare  beneficiaries. 

W  Other  major  issues  in  implementation  and  further  development  of  the  Medicare+Choice 
program. 

(B)  ORIGINAL  MEDICARE  FEE-FOR-SERVICE  SYSTEM— Specifically,  the  Commission 
shall  review  payment  policies  under  parts  A  and  B,  including — 

(i)  the  factors  affecting  expenditures  for  services  in  different  sectors,  including  the  process  for 
updating  hospital,  skilled  nursing  facility,  physician,  and  other  fees, 

(ii)  payment  methodologies,  and 

(iii)  their  relationship  to  access  and  quality  of  care  for  Medicare  beneficiaries. 
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(C)  INTERACTION  OF  MEDICARE  PAYMENT  POLICIES  WITH  HEALTH  CARE 
DELIVERY  GENERALLY — Specifically,  the  Commission  shall  review  the  effect  of  payment 
policies  under  this  title  on  the  delivery  of  health  care  services  other  than  under  this  title  and 
assess  the  implications  of  changes  in  health  care  delivery  in  the  United  States  and  in  the  general 
market  for  health  care  services  on  the  Medicare  program. 

(3)  COMMENTS  ON  CERTAIN  SECRETARIAL  REPORTS— If  the  Secretary  submits 
to  Congress  (or  a  committee  of  Congress)  a  report  that  is  required  by  law  and  that  relates 
to  payment  policies  under  this  title,  the  Secretary  shall  transmit  a  copy  of  the  report  to  the 
Commission.  The  Commission  shall  review  the  report  and,  not  later  than  6  months  after  the 
date  of  submittal  of  the  Secretary's  report  to  Congress,  shall  submit  to  the  appropriate 
committees  of  Congress  written  comments  on  such  report.  Such  comments  may  include 
such  recommendations  as  the  Commission  deems  appropriate. 

(4)  AGENDA  AND  ADDITIONAL  REVIEWS— The  Commission  shall  consult  periodically 
with  the  chairmen  and  ranking  minority  members  of  the  appropriate  committees  of  Congress 
regarding  the  Commission's  agenda  and  progress  towards  achieving  the  agenda.  The  Commission 
may  conduct  additional  reviews,  and  submit  additional  reports  to  the  appropriate  committees 

of  Congress,  from  time  to  time  on  such  topics  relating  to  the  program  under  this  title  as  may 
be  requested  by  such  chairmen  and  members  and  as  the  Commission  deems  appropriate. 

(5)  AVAILABILITY  OF  REPORTS— The  Commission  shall  transmit  to  the  Secretary  a  copy  of 
each  report  submitted  under  this  subsection  and  shall  make  such  reports  available  to  the  public. 

(6)  APPROPRIATE  COMMITTEES  OF  CONGRESS— For  purposes  of  this  section,  the 
term  "appropriate  committees  of  Congress"  means  the  Committees  on  Ways  and  Means  and 
Commerce  of  the  House  of  Representatives  and  the  Committee  on  Finance  of  the  Senate. 

(C)  MEMBERSHIP— 

(1)  NUMBER  AND  APPOINTMENT— The  Commission  shall  be  composed  of  15  members 
appointed  by  the  Comptroller  General. 

(2)  QUALIFICATIONS— 

(A)  IN  GENERAL, — The  membership  of  the  Commission  shall  include  individuals  with  national 
recognition  for  their  expertise  in  health  finance  and  economics,  actuarial  science,  health  facility 
management,  health  plans  and  integrated  delivery  systems,  reimbursement  of  health  facilities, 
allopathic  and  osteopathic  physicians,  and  other  providers  of  health  services,  and  other  related 
fields,  who  provide  a  mix  of  different  professionals,  broad  geographic  representation,  and  a 
balance  between  urban  and  rural  representatives. 

(B)  INCLUSION — The  membership  of  the  Commission  shall  include  (but  not  be  limited  to) 
physicians  and  other  health  professionals,  employers,  third-party  payers,  individuals  skilled  in  the 
conduct  and  inteqiretation  of  biomedical,  health  services,  and  health  economics  research  and 
expertise  in  outcomes  and  effectiveness  research  and  technology  assessment.  Such  membership 
shall  also  include  representatives  of  consumers  and  the  elderly. 

(C)  MAJORITY  NONPROVIDERS— Individuals  who  are  directly  involved  in  the  provision, 

or  management  of  the  delivery,  of  items  and  services  covered  under  this  title  shall  not  constitute 
a  majority  of  the  membership  of  the  Commission. 

(D)  ETHICAL  DISCLOSURE— The  Comptroller  General  shall  establish  a  system  for  public 
disclosure  by  members  of  the  Commission  of  financial  and  other  potential  conflicts  of  interest 
relating  to  such  members. 
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3  TERMS— 


(A)  IN  GENERAL — The  terms  of  members  of  the  Commission  shall  be  for  3  vears  except 
that  the  Comptroller  General  shall  designate  staggered  terms  for  the  members  first  appointed. 

B  VACANCIES — Anv  member  appointed  to  fill  a  vacancy  occurring  before  the  expiration  of 
the  term  for  which  the  member  s  predecessor  was  appointed  shall  be  appointed  onlv  for  the 
remainder  of  that  term.  A  member  mav  serve  after  the  expiration  of  that  member's  term  until 
a  successor  has  taken  office.  A  vacancy  in  the  Commission  shall  be  filled  in  the  manner  in  which 
the  original  appointment  was  made. 

4  COMPENSATION — While  serving  on  the  business  of  the  Commission  (including  travel 
time),  a  member  of  the  Commission  shall  be  entitled  to  compensation  at  die  per  diem  equivalent 
of  the  rate  provided  for  level  IV  of  the  Executive  Schedule  under  section  5315  of  title  5,  United 
States  Code;  and  while  so  serving  away  from  home  and  the  member's  regular  place  of  business, 
a  member  mav  be  allowed  travel  expenses,  as  authorized  bv  the  Chairman  of  the  Commission. 
Phvsicians  serving  as  personnel  of  the  Commission  may  be  provided  a  phy  sician  comparability 
allowance  bv  the  Commission  in  the  same  manner  as  Government  physicians  may  be  provided 
such  an  allowance  bv  an  agency  under  section  5948  of  tide  5,  United  States  Code,  and  for  such 
purpose  subsection  (i)  of  such  section  shall  apply  to  the  Commission  in  the  same  manner  as  it 
applies  to  the  Tennessee  Vallev  Authority.  For  purposes  of  pay  (other  than  pay  of  members  of  the 
Commission)  and  emplovment  benefits,  rights,  and  privileges,  all  personnel  of  the  Commission 
shall  be  treated  as  if  they  were  employees  of  the  United  States  Senate. 

(5)  CHAIRMAN;  MCE  CHAIRMAN— The  Comptroller  General  shall  designate  a  member 
of  the  Commission,  at  the  time  of  appointment  of  the  member  as  Chairman  and  a  member 
as  Vice  Chairman  for  that  term  of  appointment,  except  that  in  the  case  of  vacancy  of  the 
Chairmanship  or  Vice  Chairmanship,  the  Comptroller  General  may  designate  another  member 
for  the  remainder  of  that  members  term. 

(6)  MEETINGS — The  Commission  shall  meet  at  the  call  of  the  Chairman. 

DIRECTOR  AND  STAFF:  EXPERTS  AND  CONSULTANTS— Subject  to  such  review  as  the 
Comptroller  General  deems  necessary  to  assure  die  efficient  administration  of  the  Commission, 
the  Commission  may — 

(1)  employ  and  fix  the  compensation  of  an  Executive  Director  (subject  to  the  approval  of  the 
Comptroller  General)  and  such  other  personnel  as  may  be  necessary  to  carry  out  its  duties 
(without  regard  to  the  provisions  of  title  5,  United  States  Code,  governing  appointments  in  the 
competitive  service); 

2  seek  such  assistance  and  support  as  may  be  required  in  the  performance  of  its  duties  from 
appropriate  Federal  departments  and  agencies; 

(3)  enter  into  contracts  or  make  other  arrangements,  as  may  be  necessary  for  the  conduct  of  the 
work  of  the  Commission  (without  regard  to  section  3709  of  the  Revised  Statutes  (41  U.S.C.  5)); 

(4)  make  advance,  progress,  and  other  payments  which  relate  to  the  work  of  the  Commission; 

(5)  provide  transportation  and  subsistence  for  persons  serving  without  compensation;  and 

(6)  prescribe  such  rules  and  regulations  as  it  deems  necessary  with  respect  to  the  internal 
organization  and  operation  of  the  Commission. 
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(E)  POWERS— 


(1)  OBTAINING  OFFICIAL  DATA— The  Commission  may  secure  directly  from  any  depart- 
ment or  agency  of  the  United  States  information  necessary  to  enable  it  to  carry  out  this  section. 
Upon  request  of  the  Chairman,  the  head  of  that  department  or  agency  shall  furnish  that  informa- 
tion to  the  Commission  on  an  agreed  upon  schedule. 

(2)  DATA  COLLECTION — In  order  to  carry  out  its  functions,  the  Commission  shall 

(A)  utilize  existing  information,  both  published  and  unpublished,  where  possible,  collected 
and  assessed  either  by  its  own  staff  or  under  other  arrangements  made  in  accordance  with 
this  section, 

(B)  carry  out,  or  award  grants  or  contracts  for,  original  research  and  experimentation,  where 
existing  information  is  inadequate,  and 

(C)  adopt  procedures  allowing  any  interested  party  to  submit  information  for  the  Commission's 
use  in  making  reports  and  recommendations. 

(3)  ACCESS  OF  GAO  TO  INFORMATION— The  Comptroller  General  shall  have  unrestricted 
access  to  all  deliberations,  records,  and  nonproprietary  data  of  the  Commission,  immediately 
upon  request. 

(4)  PERIODIC  AUDIT — The  Commission  shall  be  subject  to  periodic  audit  by  the  Comptroller 
General. 

(F)  AUTHORIZATION  OF  APPROPRIATIONS— 

(1)  REQUEST  FOR  APPROPRIATIONS— The  Commission  shall  submit  requests  for  appropri- 
ations in  the  same  manner  as  the  Comptroller  General  submits  requests  for  appropriations,  but 
amounts  appropriated  for  the  Commission  shall  be  separate  from  amounts  appropriated  for  the 
Comptroller  General. 

(2)  AUTHORIZATION — There  are  authorized  to  be  appropriated  such  sums  as  may  be 
necessary  to  carry  out  the  provisions  of  this  section.  Sixty  percent  of  such  appropriation  shall  be 
payable  from  the  Federal  Hospital  Insurance  Trust  Fund,  and  40  percent  of  such  appropriation 
shall  be  payable  from  the  Federal  Supplementary  Medical  Insurance  Trust  Fund. 
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Appendix  C 
Glossary 


Glossary 


Acronyms 

CPR 

. A  VI  1  I 

A  m pt*i p^n  A <;Qp.pi  tiHon  c\t      pa  lf~h  Pi  an  ^ 

lUUtl  lLCUl  .  Vj  j  L.J  V_  1  cl  1 1  w  1 1  Ul   1  1 t  ell  111  J.  Iclllj 

CPT 

AAMC 

Association  of  American  Xlcdical  Colleges 

CRS 

a  a  pre 

Aniiistpn  Avpracrp  Ppr  C^anif;}  dost 

DCG 

A  ARP 

Ampripan  A^sopiaHnn  of  Rphrpn  Pprson^ 

DNR 

ABIM 

Ampripan  Rn^rn  of  Tntpmal  \fpnipinp 

DRG 

ACG 

Ambulatory  Cart?  Group 

DoD 

ACR 

Aflinsfpn  Gommiinif\'  Rafp 

.  iviiujivu  v_> y.s iiiiiiviiiicv    i  vtuv 

DSH 

a  r>HP 

Aflnlf  Dav  Hpalth  CVntpr 

ECG 

ApHaHHpc  ni  Tinilv  T  i\HncT 

lit  Ll\  1L1CTO  VJ1    l~y  ell  1  \  lllw 

ECI 

.XL  1  \ 

Ampriprin  T-TnsT>it;il  Association 

1  1  1  1  1  V    1  IV—  tilt    AJ.WJL/1  I  (.LI    i                      HU1W1  1 

KM 

AHCPR 

Agency  for  Health  Care  Policy  and  Research,  HHS 

EPEC 

AMA 

American  Medical  Association 

ESRD 

APC 

Ambulator)-  Patient  Classifications 

FDO 

ASC 

Ambulatory  Surgical  Center 

FIM-FRG 

BBA 

Balanced  Budget  Act  of  1997 

FQHC 

BLS 

Bureau  of  Labor  Statistics 

FTE 

BSF 

Benefits  Stabilization  Fund 

FY 

CAHPS 

Consumer  Assessment  of  Health  Plans  Survey 

GAO 

CBO 

Congressional  Budget  Office 

pnp 

CC 

Complication  and/or  Comorbidity 

GI 

CHF 

Congestive  Heart  Failure 

GME 

CMI 

Case-Mix  Index 

GPCI 

COBRA 

Consolidated  Omnibus 

Budget  Reconciliation  Act  of  1985 

HCC 

CON 

Certificate  of  Need 

HCFA 

CORF 

Comprehensive  Outpatient  Rehabilitation  Facility 

HCPCS 

CPEP 

Clinical  Practice  Expert  Panel 

HEDIS 

CPI 

Consumer  Price  Index 

HHS 

CPI-U 

Consumer  Price  Index  for  Urban  Consumers 

Cardiopulmonary  Resuscitation 

Current  Procedural  Terminology 

Congressional  Research  Service 

Diagnostic  Cost  Group 

Do  Not  Resuscitate 

Diagnosis-Related  Group 

Department  of  Defense 

Disproportionate  Share  Hospital 

Electrocardiogram 

Employment  Cost  Index 

Evaluation  and  Management 

Education  for  Physicians  on  End-of-Life  Care 

End-Stage  Renal  Disease 

Formula- Driven  Overpayment 

Functional  Independence 
Measure-Function  Related  Group 

Federally  Qualified  Health  Center 

Full-Time  Equivalent 

Fiscal  Year 

General  Accounting  Office 

Gross  Domestic  Product 

Gastro-Intestinal 

Graduate  Medical  Education 

Geographic  Practice  Cost  Index 

Hierarchical  Coexisting  Conditions 

Health  Care  Financing  Administration,  HHS 

HCFA  Common  Procedure 
Coding  System 

Health  Plan  Employer  Data  Information  Set 

Department  of  Health  and  Human  Services 

Hospital  Insurance 


Medicare  Payment  Advisory  Commission 


June  1998 


183 


HMO  Health  Maintenance  Organization 

HOS  Health  of  Seniors 

HPCI  Hospital  Palliative  Care  Initiative 

HPSA  Health  Professional  Shortage  Area 

HUD         Department  of  Housing  and  Urban  Development 

I  \  I )  1,  Instrumental  Activities  of  Daily  Living 

ICD-9-CM  International  Classification  of  Diseases, 
Ninth  Revision,  Clinical  Modification 

IME  Indirect  Medical  Education 

IMC  International  Medical  Graduate 

IOM  Institute  of  Medicine 

LOS  Length  of  Stay 

MCBS  Medicare  Current  Beneficiary  Survey 

MedPAC  Medicare  Payment  Advisory  Commission 

M  KI  Medicare  Economic  Index 

MEPS  Medical  Expenditure  Panel  Survey 

MPCC  Medicare  Per  Capita  Cost 

MSA  Medical  Savings  Account 

NCQA  National  Committee  for  Quality  Assurance 

NHSC  National  Health  Service  Corps 

NPiAA  National  Renal  Administrators  Association 

OH  HA  Omnibus  Budget  Reconciliation  Act 

OIG  Office  of  Inspector  General 

OPD  Outpatient  Department 

ORHP  Office  of  Rural  Health  Policy 

ORT  Operation  Restore  Trust 

PACE  Program  of  All-inclusive  Care  for  the  Elderly 

PIP  Principal  Inpatient  Diagnosis 

POS  Point  of  Service 

PPO  Preferred  Provider  Organization 

PPRC  Physician  Payment  Review  Commission 

PPS  Prospective  Payment  System 

PRO  Peer  Review  Organization 


ProPAC  Prospective  Payment  Assessment  Commission 

PSO  Provider  Sponsored  Organization 

H  Qualified  Medicare  Beneficiarv 

RBRVS  Resource-Based  Relative  Value  Scale 

RHC  Rural  Health  Clinic 

RUC  RVS  Update  Committee 

RVS  Relative  Value  Scale 

RVU  Relative  Value  Unit 

SAF  Standard  Analytical  Files  (Medicare) 

SCH  Sole  Community  Hospital 

S/HMO  Social  Health  Maintenance  Organization 

SLMB  Specified  Low-Income  Medicare  Beneficiary 

SMI  Supplementary  Medical  Insurance 

SNF  Skilled  Nursing  Facility 

SSDI  Social  Security  Disability  Insurance 

SSI  Supplemental  Security  Income 

SUPPORT  Study  to  Understand  Prognoses  and 

Preferences  for  Outcomes  and 
Risks  of  Treatments 

TEFRA  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982 

UPIN  Unique  Physician  Identification  Number 

VA  Department  of  Veterans  Affairs 

VNA  Visiting  Nurse  Association 

VPS  Volume  Performance  Standard 


184 


Report  to  the  Congress:  Context  for  a  Changing  Medicare  Program 


Terms 


Access:  The  ability  to  obtain  needed  health  care  services. 

Activities  of  Daily  Living  (ADL):  An  index  or  scale  that  measures  an  individuals  degree  of 
independence  in  bathing,  dressing,  using  the  toilet,  eating,  and  moving  across  a  small  room. 

Adjusted  Admissions:  A  measure  of  all  patient  care  activity  in  a  hospital,  including  both 
inpatient  and  outpatient  care.  Adjusted  admissions  are  the  sum  of  inpatient  admissions  and  an 
estimate  of  the  volume  of  outpatient  services,  expressed  as  the  number  of  inpatient  admissions 
that  could  hav  e  been  produced  with  the  same  amount  of  resources.  This  estimate  is  calculated 
bv  multiphing  outpatient  visits  bv  the  ratio  of  outpatient  charges  per  visit  to  inpatient  charges 
per  admission. 

Adjusted  Average  Per  Capita  Cost  (A\PCC):  A  county-level  estimate  of  the  average  cost 
incurred  by  Medicare  for  each  beneficiary  in  fee-for-service.  Adjustments  are  made  so  that  the 
AAPCC  represents  the  level  of  spending  that  would  occur  if  each  county  contained  the  same  mix 
of  beneficiaries.  Before  passage  of  the  Balanced  Budget  Act  of  1997.  Medicare  paid  health  plans 
95  percent  of  the  A\PCC.  adjusted  for  the  characteristics  of  the  enrollees  in  each  plan. 

Adjusted  Community  Rate  (ACR)  Proposal:  A  process  bv  which  a  healdi  plan  contracting 
with  Medicare  estimates  the  cost  of  providing  senices  to  its  Medicare  enrollees  based  on  costs 
and  revenues  from  its  commercial  business.  Health  plans  estimate  their  ACRs  annually  and 
adjust  the  subsequent  year's  supplemental  benefits  or  premiums  offered  so  that  they  do  not 
receive  a  higher  rate  of  return  on  Medicare  enrollees  than  they  do  on  their  commercial  business. 

Adverse  Selection:  Adv  erse  selection  occurs  when  a  larger  proportion  of  persons  with  poorer 
health  status  enroll  in  specific  plans  or  insurance  options,  while  a  larger  proportion  of  persons 
with  better  health  status  enroll  in  other  plans  or  insurance  options.  Plans  with  a  subpopulation 
with  above-average  costs  are  adv  ersely  selected.  Plans  with  a  subpopulation  with  below-average 
costs  are  favorably  selected. 

Aggregate  Margin:  A  margin  that  compares  revenues  with  expenses  for  a  group  of  hospitals, 
rather  than  a  single  hospital.  It  is  computed  by  subtracting  the  sum  of  expenses  for  all  hospitals 
in  the  group  from  the  sum  of  revenues  and  dividing  by  the  sum  of  revenues.  See  PPS  Inpatient 
Margin,  PPS  Operating  Margin,  Total  Margin. 

Allowed  Charge:  The  amount  Medicare  approv  es  for  payment  to  a  physician.  Typically 
Medicare  pays  SO  percent  of  the  allowed  charge,  and  the  beneficiary  pays  die  remaining  20 
percent.  The  allowed  charge  for  a  nonparticipating  physician  is  95  percent  that  of  a  participating 
physician.  Nonparticipating  physicians  may  bill  beneficiaries  for  an  additional  amount  above 
the  allowed  charge.  See  Balance  Billing,  Participating  Physician  and  Supplier  Program. 

Ambulatory  Patient  Classifications  (APC):  A  system  for  classifying  outpatient  services 
and  procedures  for  purposes  of  payment.  The  APC  system  classifies  some  7,000  services  and 
procedures  into  about  300  procedure  groups. 

Ambulatory  Surgical  Center  (ASC):  A  free-standing  facility  certified  by  Medicare  that 
performs  certain  types  of  procedures  on  an  outpatient  basis. 

Assignment  (Medicare):  A  process  under  which  Medicare  pays  its  share  of  the  allowed 
charge  directly  to  the  physician  or  supplier.  Medicare  will  do  this  only  if  the  physician  accepts 
Medicare's  allowed  charge  as  payment  in  full  (guarantees  not  to  balance  bill).  Medicare  provides 
other  incentives  to  physicians  who  accept  assignment  for  all  patients  under  the  Participating 
Physician  and  Supplier  Program.  See  Balance  Billing,  Nonparticipating  Physicians,  Participating 
Physician,  Participating  Physician  and  Supplier  Program. 
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Balance  Billing:  In  Medicare  and  private  fee-for-service  health  insurance,  the  practice  of  billing 
patients  in  excess  of  the  amount  approved  by  the  health  plan.  Under  Medicare  fee  for  service,  a 
balance  bill  cannot  exceed  15  percent  of  the  allowed  charge  for  nonparticipating  physicians.  See 
Allowed  Charge,  Limiting  Charge,  Participating  Physician. 

Basic  DRG  Payment  Rate:  The  payment  rate  a  hospital  will  receive  for  a  Medicare  patient  in 
a  particular  diagnosis-related  group.  The  payment  rate  is  calculated  by  adjusting  the  standardized 
amount  to  reflect  wage  rates  in  the  hospital's  geographic  area  (and  cost  of  living  differences 
unrelated  to  wages)  and  the  costliness  of  the  DRG.  See  Standardized  Amount,  Diagnosis- 
Related  Groups. 

Behavioral  Offset:  See  Volume  Offset. 

Beneficiary:  Someone  who  is  eligible  for  or  receiving  benefits  under  an  insurance  policy  or 
plan.  The  term  is  commonly  applied  to  people  covered  by  the  Medicare  or  Medicaid  programs. 

Beneficiary  Liability:  The  amount  beneficiaries  must  pay  providers  for  Medicare-covered 
services.  Liabilities  include  copayments  and  coinsurance  amounts,  deductibles,  and  balance 
billing  amounts. 

Benefit  Package:  Services  covered  by  a  health  insurance  plan  and  the  financial  terms  of  such 
coverage,  including  cost  sharing  and  limitations  on  amounts  of  services.  See  Cost  Sharing. 

Budget  Neutrality:  For  the  Medicare  program,  adjustment  of  payment  rates  when  policies 
change  so  that  total  spending  under  the  new  rules  is  expected  to  be  the  same  as  it  would  have 
been  under  the  previous  payment  rules. 

Bundling:  The  use  of  a  single  payment  for  a  group  of  related  services. 

Capital  Costs:  Depreciation,  interest,  leases  and  rentals,  taxes,  and  insurance  on  tangible  assets 
like  physical  plant  and  equipment. 

Capitation:  A  health  insurance  payment  mechanism  that  pays  a  fixed  amount  per  person  per 
time  period  to  cover  services.  Capitation  may  be  used  by  purchasers  to  pay  health  plans  or  by 
plans  to  pay  providers.  See  Medicare  Risk  Contract,  Medicare+Choice. 

Carrier:  A  private  contractor  that  administers  claims  processing  and  payment  for  Medicare 
Part  B  services.  See  Supplementary  Medical  Insurance. 

Case  Mix:  The  mix  of  patients  treated  within  a  particular  institutional  setting,  such  as  the  hospi- 
tal. Patient  classification  systems  like  DRGs  can  be  used  to  measure  hospital  case  mix.  See  DRGs 
and  Case-Mix  Index. 

Case-Mix  Index  (CMI):  The  average  DRG  weight  for  all  cases  paid  under  PPS.  The  CMI  is  a 
measure  of  the  relative  costliness  of  the  patients  treated  in  each  hospital  or  group  of  hospitals. 
See  DRG. 

Census  Divisions: 

New  England  =  Connecticut,  Maine,  Massachusetts,  New  Hampshire,  Rhode  Island,  Vermont 

Middle  Atlantic  =  New  Jersey,  New  York,  Pennsylvania 

East  North  Central  =  Illinois,  Indiana,  Michigan,  Ohio,  Wisconsin 

West  North  Central  =  Iowa,  Kansas,  Minnesota,  Missouri,  Nebraska,  North  Dakota,  and  South 
Dakota. 
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South  Atlantic  =  Delaw  are,  District  of  Columbia,  Florida,  Georgia,  Maryland,  North  Carolina, 
South  Carolina,  Virginia,  \\  est  Virginia 

East  South  Central  =  Alabama,  Kentucky,  Mississippi,  Tennessee 
West  South  Central  =  Arkansas,  Louisiana.  Oklahoma,  Texas 

Mountain  =  Arizona,  Colorado,  Idaho.  Montana.  Nevada.  New  Mexico.  Utah,  Wyoming 
Pacific  =  Alaska.  California.  Hawaii.  Oregon.  Washington 
Charges:  The  posted  prices  of  provider  services. 

Coinsurance:  A  type  of  cost  sharing  where  the  insured  party  and  insurer  share  payment  of  the 
approv  ed  charge  for  covered  services  in  a  specified  ratio  after  payment  of  the  deductible  by  the 
insured.  For  example,  for  Medicare  physicians'  sendees,  the  beneficiary  pays  coinsurance  of  20 
percent  of  allowed  charges.  See  .Allowed  Charge,  Copayment,  Cost  Sharing,  Deductible. 

Competitive  Bidding:  A  pricing  method  that  elicits  information  on  costs  through  a  bidding 
process  to  establish  payment  rates  that  reflect  the  costs  of  an  efficient  health  plan  or  health  care 
provider. 

Composite  Rate:  Payment  bv  Medicare  that  cov  ers  the  bundle  of  services,  tests,  drugs,  and 
supplies  routinely  required  for  dialvsis  treatment. 

Conversion  Factor:  The  multiplicative  factor  used  to  translate  relative  value  units  into  dollar 
amounts  for  physician  payments  under  a  fee  schedule. 

Conversion  Factor  Update:  Annual  percentage  change  to  the  conversion  factor.  For  Medicare, 
the  update  is  set  by  a  formula  to  reflect  medical  inflation,  changes  in  enrollment,  growth  in  the 
economy,  and  changes  in  spending  due  to  other  changes  in  law.  See  Conversion  Factor, 
Sustainable  Growth  Rate,  Sustainable  Growth  Rate  System,  Volume  Performance  Standard 
System. 

Copayment:  A  fixed  dollar  amount  paid  for  a  covered  service  by  a  health  insurance  enrollee. 
See  Coinsurance  and  Deductible. 

Cost  Sharing:  A  general  term  referring  to  payments  made  by  health  insurance  enrollees  for 
cov  ered  services.  Examples  of  cost  sharing  include  deductibles,  coinsurance,  and  copayments. 
See  Balance  Billing,  Coinsurance,  Copayment,  Deductible. 

Cost  Shifting:  Increasing  revenues  from  some  payers  to  offset  losses  and  lower  net  payments 
from  other  pavers. 

Current  Procedural  Terminology  (CPT):  The  coding  system  for  physicians'  services 
developed  by  the  CPT  Editorial  Panel  of  the  American  Medical  Association;  basis  of  the 
HCFA  Common  Procedure  Coding  System. 

Customary,  Prevailing,  and  Reasonable  (CPR):  The  method  of  paying  physicians  under 
Medicare  from  1965  until  implementation  of  the  Medicare  Fee  Schedule  in  January  1992. 
Payment  for  a  service  was  limited  to  the  lowest  of  (1)  the  physicians  billed  charge  for  the 
service,  (2)  the  physician's  customary  charge  for  the  service  or  (3)  the  prevailing  charge  for 
that  service  in  the  community.  Similar  to  the  usual,  customary,  and  reasonable  system  used 
by  private  insurers.  See  Medicare  Fee  Schedule;  Usual,  Customary,  and  Reasonable. 

Deductible:  A  type  of  cost  sharing  where  the  insured  party  pays  a  specified  amount  of  approved 
charges  for  covered  medical  services  before  the  insurer  will  assume  liability  for  all  or  part  of  the 
remaining  covered  services.  See  Coinsurance,  Copayment,  Cost  Sharing. 
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Diagnosis-Related  Groups  (DRGs):  A  system  for  determining  case  mix,  used  for  payment 
under  Medicare's  PPS  and  by  some  other  payers.  The  DRG  system  classifies  patients  into  groups 
based  on  the  principal  diagnosis,  type  of  surgical  procedure,  presence  or  absence  of  significant 
comorbidities  or  complications,  and  other  relevant  criteria.  DRGs  are  intended  to  categorize 
patients  into  groups  that  are  clinically  meaningful  and  homogeneous  widi  respect  to  resource 
use.  Medicare's  PPS  currently  uses  almost  500  mutually  exclusive  DRGs,  each  of  which  is 
assigned  a  relative  weight  that  compares  its  costliness  to  the  average  for  all  DRGs.  See  Case  Mix. 

Disproportionate  Share  (DSH)  Adjustment:  A  payment  adjustment  under  Medicare's  PPS 
or  under  Medicaid  for  hospitals  that  serve  a  relatively  large  volume  of  low-income  patients. 

Dually  Eligible:  A  Medicare  beneficiary  is  entitled  to  the  full  range  of  Medicaid  benefits 
offered  in  his  or  her  state. 

Encounter  Data:  Description  of  the  diagnoses  made  and  services  provided  when  a  patient 
visits  a  health  care  provider  under  a  managed  care  plan.  Encounter  data  provide  much  of  the 
same  information  available  on  the  bills  submitted  by  fee-for-service  providers. 

Evaluation  and  Management  (EM)  Service:  A  nonprocedural  service,  such  as  a  visit  or 
consultation,  provided  by  physicians  to  diagnose  and  treat  diseases  and  counsel  patients. 

Excluded  Hospitals  and  Distinct-Part  Units:  Specialty  hospitals  (rehabilitation,  psychiatric, 
long-term  care,  children's,  and  cancer)  and  distinct-part  units  in  general  hospitals  (rehabilitation 
and  psychiatric)  that  are  excluded  from  Medicare's  hospital  inpatient  PPS.  Hospitals  located  in 
U.S.  territories,  federal  hospitals,  and  Christian  Science  Sanatoria  are  also  excluded  from  PPS. 
Excluded  facilities  are  paid  under  cost-based  reimbursement,  subject  to  rate  of  increase  limits. 
Rehabilitation  facilities  are  slated  to  move  to  a  prospective  payment  system  in  October  2000. 
Congress  has  also  directed  HCFA  to  develop  a  legislative  proposal  for  a  prospective  payment 
system  for  long-term  care  facilities. 

Favorable  Selection:  The  result  of  enrolling  in  a  health  plan  a  disproportionate  share  of 
healthy  individuals  compared  with  the  population  from  which  the  share  is  drawn.  See  Adverse 
Selection,  Risk  Adjustment,  Risk  Selection. 

Federally  Qualified  Health  Center  (FQHC):  A  health  center  in  a  medically  underserved 
area  that  is  eligible  to  receive  cost-based  Medicare  and  Medicaid  reimbursement. 

Federally  Qualified  HMO:  An  HMO  that  has  satisfied  certain  federal  qualifications  pertaining 
to  organizational  structure,  provider  contracts,  health  service  delivery  information,  utilization 
review  and  quality  assurance,  grievance  procedures,  financial  status,  and  marketing  information, 
as  specified  in  Title  XIII  of  the  Public  Health  Service  Act.  See  Health  Maintenance  Organization. 

Fee-for-Service:  A  method  of  paying  health  care  providers  for  individual  medical  services 
rendered,  as  opposed  to  paying  them  salaries  or  capitated  payments.  See  Capitation. 

Fee  Schedule:  A  list  of  predetermined  payment  rates  for  medical  services.  See  Medicare 
Fee  Schedule. 

Fee  Schedule  Payment  Area:  A  geographic  area  within  which  payment  for  a  given  service 
under  the  Medicare  Fee  Schedule  does  not  vary.  See  Geographic  Adjustment  Factor. 

Fiscal  Intermediary:  An  entity,  usually  an  insurance  company,  that  has  a  contract  with  HCFA 
to  determine  and  make  Medicare  payments  for  Part  A  and  certain  Part  B  benefits  to  hospitals 
and  other  providers  of  services  and  to  perform  related  functions. 
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Fiscal  Year:  A  12-month  period  for  which  an  organization  plans  the  use  of  its  funds,  such  as  the 
federal  governments  fiscal  vear  (October  1  to  September  30).  Fiscal  vears  are  referred  to  by  die 
calendar  year  in  which  they  end;  for  example,  the  federal  fiscal  year  1998  began  October  1,  1997. 
Hospitals  can  designate  their  own  fiscal  vears,  and  this  is  reflected  in  differences  in  the  time 
periods  covered  by  the  Medicare  Cost  Reports.  See  PPS  Year. 

Five- Year  Review:  A  review  of  the  accuracy  of  Medicare  s  relative  value  scale  diat  the  Health 
Care  Financing  Administration  is  required  to  conduct  even'  five  years. 

Functional  Independence  Measure-Function  Related  Group  (FIM-FRG):  A  patient 
classification  system  developed  for  medical  rehabilitation  patients. 

Geographic  Practice  Cost  Index  (GPCI):  An  index  summarizing  the  prices  of  resources 
required  to  provide  physicians'  services  in  each  paxment  area  relative  to  national  average  prices. 
There  is  a  GPCI  for  each  component  of  the  Medicare  Fee  Schedule:  phvsician  work,  practice 
expense,  and  malpractice  expense.  The  indexes  are  used  to  adjust  relative  value  units  to  deter- 
mine the  correct  payment  in  each  fee  schedule  pavment  area.  See  Fee  Schedule  Payment  Area, 
Medicare  Fee  Schedule. 

Graduate  Medical  Education  (GME):  The  period  of  medical  training  that  follows  graduation 
from  medical  school;  commonlv  referred  to  as  internship,  residency,  and  fellowship  training. 

Gross  Domestic  Product  (GDP):  The  total  current  market  value  of  all  goods  and  services 
produced  domestically  during  a  given  period;  differs  from  the  gross  national  product  bv  exclud- 
ing net  income  that  residents  earn  abroad. 

Group-Model  HMO:  An  HMO  that  pays  a  medical  group  a  negotiated,  per  capita  rate,  which 
the  group  distributes  among  its  physicians,  often  under  a  salaried  arrangement.  See  Health 
Maintenance  Organization,  Independent  Practice  Association,  Network-Model  HMO,  Staff- 
Model  HMO. 

HCFA  Common  Procedure  Coding  System  (HCPCS):  A  coding  system  based  on  the 
American  Medical  Association's  Current  Procedural  Terminology  (CPT)  coding  system, 
expanded  to  accommodate  additional  services  covered  by  Medicare. 

HCFA  Regions: 

Region  I  (Boston)  =  Connecticut,  Maine,  Massachusetts,  New  Hampshire,  Rhode  Island, 
Vermont 

Region  II  (New  York)  =  New  Jersey,  New  York,  Puerto  Rico,  Virgin  Islands 

Region  III  (Philadelphia)  =  Delaware,  District  of  Columbia,  Maryland,  Pennsylvania, 
Virginia,  West  Virginia 

Region  IV  (Atlanta)  =  Alabama,  Florida,  Georgia,  Kentucky,  Mississippi,  North  Carolina, 
South  Carolina,  Tennessee 

Region  V  (Chicago)  =  Illinois,  Indiana,  Michigan,  Minnesota,  Ohio,  Wisconsin 
Region  VI  (Dallas)  =  Arkansas,  Louisiana,  New  Mexico,  Oklahoma,  Texas 
Region  VII  (Kansas  City)  =  Iowa,  Kansas,  Missouri  Nebraska 

Region  VIII  (Denver)  =  Colorado,  Montana,  North  Dakota,  South  Dakota,  Utah,  Wyoming 

Region  IX  (San  Francisco)  =  American  Samoa,  Arizona,  California,  Guam,  Hawaii,  Nevada, 
Trust  Territory  of  the  Pacific  Islands 

Region  X  (Seattle)  =  Alaska,  Idaho,  Oregon,  Washington 
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Health  Care  Prepayment  Plan  (HCPP):  A  health  plan  with  a  Medicare  cost  contract  to 
provide  only  Medicare  Part  B  benefits.  Some  administrative  requirements  for  these  plans  are 
less  stringent  than  those  of  risk  contracts  or  other  cost  contracts.  See  Medicare  Cost  Contract, 
Medicare  Risk  Contract. 

Health  Maintenance  Organization  (HMO):  A  type  of  managed-care  plan  that  acts  as  both 
insurer  and  provider  of  a  comprehensive  set  of  health  care  services  to  an  enrolled  population. 
Benefits  are  typically  financed  through  capitation  with  limited  copayments,  and  services  are 
furnished  through  a  system  of  affiliated  providers.  See  Group-Model  HMO,  Independent 
Practice  Association,  Managed  Care,  Network-Model  HMO,  Staff-Model  HMO. 

Health  Plan:  An  organization  that  acts  as  insurer  for  an  enrolled  population.  See  Fee  for 
Service,  Managed  Care. 

Health  Plan  Employer  Data  and  Information  Set  (HEDIS):  A  set  of  standardized 
measures  of  health  plan  performance.  HEDIS  allows  comparisons  between  plans  on  quality, 
access,  and  patient  satisfaction;  membership  and  utilization;  financial  information;  and  health 
plan  management.  HEDIS  was  developed  by  employers,  HMOs,  and  the  National  Committee 
for  Quality  Assurance. 

Health  Professional  Shortage  Area  (HPSA):  An  urban  or  rural  geographic  area,  a  population 
group,  or  a  public  or  nonprofit  private  medical  facility  that  the  Secretary  of  Health  and  Human 
Services  determines  is  being  served  by  too  few  health  professionals.  Physicians  who  provide 
services  in  HPSAs  qualify  for  a  Medicare  bonus  payment. 

Hierarchical  Coexisting  Conditions  Model  (HCC):  A  risk-adjustment  model  that  groups 
beneficiaries  based  on  their  diagnoses. 

Hospital  Inpatient  Prospective  Payment  System  (PPS):  Medicare's  method  of  paying  acute 
care  hospitals  for  inpatient  care.  Prospective  per  case  payment  rates  are  set  at  a  level  intended  to 
cover  operating  costs  for  treating  a  typical  inpatient  in  a  given  DRG.  Payments  for  each  hospital 
are  adjusted  for  differences  in  area  wages,  teaching  activity,  care  to  the  poor,  and  other  factors. 
Hospitals  may  also  receive  additional  payments  to  cover  extra  costs  associated  with  atypical 
patients  (outliers)  in  each  DRG.  Capital  costs,  originally  excluded  from  PPS,  are  being  phased 
into  the  system.  By  2001,  capital  payments  will  be  made  on  a  fully  prospective,  per  case  basis. 
Prospective  payment  systems  are  also  being  developed  for  Medicare  payments  for  home  health 
services,  outpatient  hospital  services,  skilled  nursing  facilities,  and  rehabilitation  facilities.  See 
Capital  Costs,  Diagnosis-Related  Groups,  Outliers,  Prospective  Payment. 

Hospital  Insurance  (HI):  The  part  of  the  Medicare  program  that  covers  the  cost  of  hospital 
and  related  post-hospital  services.  Eligibility  is  normally  based  on  prior  payment  of  payroll  taxes. 
Beneficiaries  are  responsible  for  an  initial  deductible  per  spell  of  illness  and  copayments  for 
some  services.  Also  called  Part  A  coverage  or  benefits. 

Indirect  Medical  Education  (IME)  Adjustment:  A  payment  adjustment  applied  to  DRG  and 
outlier  payments  under  PPS  for  hospitals  that  operate  an  approv  ed  graduate  medical  education 
program.  For  operating  costs,  the  adjustment  is  based  on  the  hospitals  ratio  of  interns  and 
residents  to  the  number  of  beds.  For  capital  costs,  it  is  based  on  the  hospital's  ratio  of  interns 
and  residents  to  average  daily  occupancy. 

Instrumental  Activities  of  Daily  Living  (IADL):  An  index  or  scale  that  measures  a  patient's 
degree  of  independence  in  aspects  of  cognitive  and  social  functioning,  including  shopping, 
cooking,  doing  housework,  managing  money,  and  using  the  telephone. 
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Integrated  Delivery  System  (IDS):  An  entitv  that  usually  includes  a  hospital,  a  large  medical 
group,  and  an  insurance  vehicle  such  as  an  HMO  or  PPO.  Typically,  all  provider  revenues  flow 
through  the  organization. 

Intensity  of  Services:  The  quantity  and  quality  of  resources  used  in  producing  a  patient  care 
senice,  such  as  a  hospital  admission  or  home  health  \isit.  Intensity  of  sendees  reflects, 
for  example,  the  amount  of  nursing  care,  diagnostic  procedures,  and  supplies  furnished. 

International  Classification  of  Diseases,  Ninth  Revision,  Clinical  Modification 
(ICD-9-CM):  A  diagnosis  and  procedure  classification  system  designed  to  facilitate  the 
collection  of  uniform  and  comparable  health  information.  This  system  is  used  to  group 
patients  into  diagnosis-related  groups. 

Limiting  Charge:  The  maximum  amount  that  a  nonparticipating  physician  is  permitted  to 
charge  a  Medicare  beneficiary  for  a  service;  in  effect,  a  limit  on  balance  billing.  Starting  in  1993 
the  limiting  charge  has  been  set  at  115  percent  of  the  Medicare-allowed  charge.  See  Allowed 
Charge,  Balance  Billing,  Nonparticipating  Phvsician. 

Locality  (Medicare):  See  Fee  Schedule  Payment  Area. 

Major  Teaching  Hospitals:  Hospitals  with  an  approv  ed  graduate  medical  education  program 
and  a  ratio  of  interns  and  residents  to  beds  of  0.25  or  greater.  See  Other  Teaching  Hospitals, 
Indirect  Medical  Education  Adjustment. 

Malpractice  Expense:  The  cost  of  professional  liability  insurance  incurred  by  physicians. 
A  component  of  the  Medicare  relativ  e  value  scale.  See  Relativ  e  Value  Scale. 

Managed  Care:  Any  system  of  healdi  service  payment  or  deliver)'  arrangements  where  the 
health  plan  attempts  to  control  or  coordinate  use  of  health  services  by  its  enrolled  members 
to  contain  health  expenditures,  improve  quality  or  both.  Arrangements  often  involve  a  defined 
delivery  system  of  providers  with  some  form  of  contractual  arrangement  with  the  plan.  See 
Health  Maintenance  Organization,  Independent  Practice  Association,  Preferred  Provider 
Organization. 

Market  Basket  Index:  An  index  of  the  annual  change  in  the  prices  of  goods  and  services 
providers  use  for  producing  health  services.  There  are  separate  market  baskets  for  PPS  hospital 
operating  and  capital  inputs;  PPS-excluded  facility  operating  inputs;  and  SNF,  home  health 
agency,  and  renal  dialysis  facility  operating  and  capital  inputs. 

Medical  Savings  Account:  A  health  insurance  option  consisting  of  a  high-deductible  insurance 
policy  and  tax-adv  antaged  savings  account.  Individuals  pay  for  their  own  health  care  up  to 
the  annual  deductible  by  withdrawing  from  the  savings  account  or  paying  out  of  pocket.  The 
insurance  policy  pays  for  most  or  all  costs  of  covered  services  once  the  deductible  is  met. 

Medicare:  A  health  insurance  program  for  people  over  65,  those  eligible  for  Social  Security 
disability  payments,  and  those  who  need  kidney  dialysis  or  transplants.  See  Hospital  Insurance, 
Supplementary  Medical  Insurance. 

Medicare+Choice:  A  program  created  by  the  Balanced  Budget  Act  of  1997  to  replace  the 
existing  system  of  Medicare  risk  and  cost  contracts.  Beneficiaries  will  have  the  choice  during 
an  open  season  each  year  to  enroll  in  a  Medicare+Choice  plan  or  to  remain  in  traditional 
Medicare.  Medicare+Choice  plans  may  include  coordinated  care  plans  (HMOs,  PPOs,  or 
plans  offered  by  provider-sponsored  organizations);  private  fee-for-service  plans;  or  high- 
deductible  plans  with  medical  savings  accounts. 
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Medicare  Choices  Demonstration:  A  demonstration  project  designed  to  offer  flexibility 
in  contracting  requirements  and  payment  methods  for  Medicares  managed-care  program. 
Participating  plans  include  PSOs  and  PPOs.  Plans  are  required  to  submit  encounter  data  to 
HCFA,  and  most  will  test  new  risk-adjustment  methods. 

Medicare  Cost  Contract:  A  contract  between  Medicare  and  a  health  plan  under  which  the 
plan  is  paid  on  the  basis  of  reasonable  costs  to  provide  some  or  all  Medicare-covered  services 
for  enrollees.  To  be  phased  our  during  the  transition  to  the  Medicare+Choice  program.  See 
Health  Care  Prepayment  Plan,  Medicare+Choice,  Medicare  Risk  Contract. 

Medicare  Cost  Report:  An  annual  report  required  of  institutions  participating  in  the  Medicare 
program.  Records  each  institution's  total  costs  and  charges  associated  with  providing  services  to 
all  patients,  the  portion  of  those  costs  and  charges  allocated  to  Medicare  patients,  and  the 
Medicare  payments  received. 

Medicare  Current  Beneficiary  Survey  (MCBS):  A  longitudinal  survey  administered  by 
HCFA  that  provides  information  on  specific  aspects  of  beneficiary  access,  utilization  of  services, 
expenditures,  health  insurance  coverage,  satisfaction  with  care,  health  status  and  physical 
functioning,  and  demographic  information. 

Medicare  Economic  Index  (MEI):  An  index  that  tracks  changes  over  time  in  physician 
practice  costs.  From  1975  through  1991,  increases  in  prevailing  charge  screens  were  limited 
to  increases  in  the  MEI. 

Medicare  Fee  Schedule:  The  resource-based  fee  schedule  Medicare  uses  to  pay  for  physicians' 
services.  See  Resource-Based  Relative  Value  Scale,  Conversion  Factor,  Geographic  Practice 
Cost  Index. 

Medicare  Risk  Contract:  A  contract  between  Medicare  and  a  health  plan  under  which  the 
plan  receives  monthly  capitated  payments  to  provide  Medicare-covered  services  for  enrollees, 
and  thereby  assumes  insurance  risk  for  those  enrollees.  A  plan  is  eligible  for  a  risk  contract  if  it  is 
a  federally  qualified  HMO  or  a  competitive  medical  plan.  To  be  phased  our  during  the  transition 
to  the  Medicare+Choice  program.  See  Adjusted  Average  Per  Capita  Cost,  Adjusted  Community 
Rate,  Medicare+Choice,  Medicare  Cost  Contract. 

Medigap  Insurance:  Privately  purchased  individual  or  group  health  insurance  policies  designed 
to  supplement  Medicare  coverage.  Benefits  may  include  payment  of  Medicare  deductibles, 
coinsurance,  and  balance  bills,  as  well  as  payment  for  services  not  covered  by  Medicare.  Medigap 
insurance  must  conform  to  one  of  10  federally  standardized  benefit  packages. 

National  Claims  History  System:  A  HCFA  data  reporting  system  that  combines  both 
Part  A  and  Part  B  claims  in  a  common  file.  The  National  Claims  History  system  became 
tullv  operational  in  1991. 

Network-Model  HMO:  An  HMO  that  contracts  with  several  different  medical  groups,  often 
at  a  capitated  rate.  Groups  may  use  different  methods  to  pay  their  physicians.  See  Group-Model 
HMO,  Health  Maintenance  Organization,  Independent  Practice  Association,  Staff-Model  HMO. 

Nominal  Value:  Measurement  of  an  economic  amount  in  terms  of  current  prices. 
See  Real  Value. 

Nonparticipating  Physician:  A  physician  who  does  not  sign  a  participation  agreement 
and,  therefore,  is  not  obligated  to  accept  assignment  on  all  Medicare  claims.  See  Assignment, 
Participating  Physician,  Participating  Physician  and  Supplier  Program. 
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Nursing  Facility:  An  institution  that  presides  skilled  nursing  care  and  rehabilitation  services 
to  injured,  functionally  disabled,  or  sick  persons.  Formerly,  distinctions  were  made  between 
intermediate  care  facilities  and  skilled  nursing  facilities.  The  Omnibus  Budget  Reconciliation 
Act  of  1987  eliminated  this  distinction  effective  October  1,  1990,  by  requiring  all  nursing 
facilities  to  meet  SNF  certification  requirements.  See  Skilled  Nursing  Facility. 

Other  Teaching  Hospitals:  Hospitals  with  approved  graduate  medical  education  program 
and  a  ratio  of  interns  and  residents  to  beds  of  less  than  0.25.  See  Indirect  Medical  Education 
Adjustment,  Major  Teaching  Hospitals. 

Out-of-Pocket  Expenditures:  Health-related  expenditures  for  which  beneficiaries  are 
financially  liable.  For  Medicare  beneficiaries,  die  total  amount  includes  cost  sharing  for 
Medicare-covered  services  (for  example,  deductibles,  copavments,  and  balance  bills);  die 
cost  of  Medicare  Part  B  and  private  health  insurance  premiums;  and  the  cost  of  noncovered 
services.  See  Cost  Sharing,  Balance  Billing,  Coinsurance,  Copavment,  Deductible. 

Outliers:  Cases  that  are  substantially  different  from  the  rest  of  the  population.  With  regard  to 
hospital  payment,  these  are  classified  as  cases  with  extremely  long  lengths  of  stay  (day  outliers) 
or  extraordinarily  hi^h  costs  '  cost  outliers  >  compared  with  others  in  the  same  DRG.  Hospitals 
receive  additional  PPS  payments  for  these  cases. 

Paid  Amount:  The  portion  of  a  submitted  charge  that  is  actually  paid  by  both  third-part)'  payers 
and  the  insured,  including  copayments  and  balance  bills.  For  Medicare  this  amount  may  be  less 
than  the  allowed  charge  if  the  submitted  charge  is  less,  or  it  may  be  more  because  of  balance 
billing.  See  Allowed  Charge,  Balance  Billing,  Payment  Rate,  Submitted  Charge. 

Participating  Physician:  A  physician  who  signs  a  participation  agreement,  agreeing  to  accept 
assignment  on  all  Medicare  claims  for  one  year.  See  Assignment. 

Participating  Physician  and  Supplier  Program  (PAR):  A  program  that  provides  financial  and 
administrative  incentiv  es  for  physicians  and  suppliers  to  agree  in  advance  to  accept  assignment 
on  all  Medicare  claims  for  a  one-year  period.  See  Assignment. 

Payment  Rate:  The  total  amount  paid  for  each  unit  of  service  rendered  by  a  health  care 
provider,  including  both  the  amount  covered  by  the  insurer  and  the  insured  person  s  cost  sharing; 
sometimes  referred  to  as  payment  level.  Also  used  to  refer  to  capitation  payments  to  health 
plans.  See  Allowed  Charge. 

Per  Diem  Payment:  Fixed  daily  payments  that  do  not  vary  with  the  level  of  services  used  by 
the  patient. 

Physician  Work:  A  measure  of  the  physicians  time,  physical  effort  and  skill,  mental  effort  and 
judgment,  and  stress  associated  with  providing  a  medical  service.  A  component  of  the  resource- 
based  relative  value  scale.  See  Relative  Value  Scale. 

Point-of-Service  (POS)  Plan:  A  managed-care  plan  that  combines  features  of  both  prepaid  and 
fee-for-service  insurance.  Health  plan  enrollees  decide  whether  to  use  network  or  nonnetwork 
providers  at  the  time  care  is  needed  and  usually  are  charged  sizable  copayments  for  selecting  the 
latter.  See  Health  Plan,  Health  Maintenance  Organization,  Preferred  Provider  Organization. 

PPS  Inpatient  Margin:  A  measure  that  compares  PPS  operating  and  capital  payments  with 
Medicare-allowable  inpatient  operating  and  capital  costs.  Calculated  by  subtracting  total 
Medicare-allowable  inpatient  operating  and  capital  costs  from  total  PPS  operating  and  capital 
payments  and  dividing  by  total  PPS  operating  and  capital  payments.  See  PPS  Operating  Margin. 
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PPS  Operating  Margin:  A  measure  that  compares  PPS  inpatient  operating  payments  with 
Medicare-allowable  inpatient  operating  costs.  This  measure  excludes  Medicare  costs  and  pay- 
ments for  capital,  direct  medical  education,  organ  acquisition,  and  other  categories  not  included 
among  Medicare-allowable  inpatient  operating  costs.  Calculated  by  subtracting  total  Medicare- 
allowable  inpatient  operating  costs  from  total  PPS  inpatient  operating  payments  and  dividing  by- 
total  PPS  inpatient  operating  payments.  See  PPS  Inpatient  Margin. 

PPS  Year:  A  designation  referring  to  hospital  cost  reporting  periods  that  begin  during  a  given 
federal  fiscal  year,  reflecting  the  number  of  years  since  the  initial  implementation  of  PPS. 
For  example,  PPS  1  refers  to  hospital  fiscal  years  beginning  in  federal  fiscal  year  1984.  For  a 
hospital  with  a  fiscal  year  beginning  July  1,  PPS  1  covers  the  period  from  July  1,  1984,  through 
June  30,  19S5. 

Practice  Expense:  The  cost  of  nonphysician  resources  incurred  by  the  physician  to  provide 
services.  Examples  are  salaries  and  fringe  benefits  received  by  the  physicians  employees,  and 
the  expenses  associated  with  the  purchase  and  use  of  medical  equipment  and  supplies  in  the 
physician's  office.  A  component  of  the  Medicare  relative  value  scale.  See  Relative  Value  Scale. 

Practice  Expense  Relative  Value:  A  value  that  reflects  the  average  amount  of  practice 
expenses  incurred  in  performing  a  particular  service.  All  values  are  expressed  relative  to  the 
practice  expenses  for  a  reference  service  whose  value  equals  one  practice  expense  unit.  See 
Relative  Value  Scale. 

Preferred  Provider  Organization  (PPO):  A  managed-care  plan  that  contracts  with  networks 
or  panels  of  providers  to  furnish  services  and  be  paid  on  a  negotiated  fee  schedule.  Enrollees 
are  offered  a  financial  incentive  to  use  providers  on  the  preferred  list,  but  may  use  nonnetwork 
pnniders  as  well.  See  Managed  Care. 

Premium:  An  amount  paid  periodically  to  purchase  health  insurance  benefits. 

Productivity:  The  ratio  of  outputs  (goods  and  services  produced)  to  inputs  (resources  used  in 
production).  Increased  productivity  implies  that  an  organization  is  producing  more  ouqxit  with 
the  same  resources  or  the  same  output  with  fewer  resources. 

Professional  Liability  Insurance  (PLI):  The  insurance  physicians  purchase  to  help  protect 
themselves  from  the  financial  risks  associated  with  medical  liability  claims. 

Program  of  All-Inclusive  Care  for  the  Elderly  (PACE):  First  established  as  a  HCFA  demon- 
stration program  that  uses  managed  care  to  serve  frail  elderly  persons  who  have  been  assessed  as 
eligible  for  nursing  home  placement  and  are,  for  the  most  part,  dually  eligible  for  Medicare  and 
Medicaid.  The  program  provides  adult  dav  health  care  and  case  management  in  addition  to 
Medicare  and  Medicaid  benefits  to  help  the  program  participant  maintain  independent  living  in 
the  community.  The  BBA  made  PACE  a  permanent  program  and  began  a  new  demonstration 
that  allows  for-profit  sponsors  of  PACE  sites. 

Prospective  Payment:  A  method  of  paying  health  care  providers  in  which  rates  are  established 
in  advance.  Providers  are  paid  these  rates  regardless  of  the  costs  they  actually  incur. 

Provider  Sponsored  Organization  (PSO):  Health  care  delivery  systems  created  through  the 
formal  affiliation  of  providers.  They  can  be  physician-based,  hospital-based,  a  combination  of 
both,  or  encompass  other  health  service  providers. 
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Real  Value:  Measurement  of  an  economic  amount  corrected  for  change  in  price  over  time 
(inflation),  thus  expressing  a  value  in  terms  of  constant  prices.  See  Nominal  Value. 

Relative  Value:  A  value  that  reflects  a  comparison  with  a  standard.  See  Relative  Value  Scale. 

Relative  Value  Scale  (RVS):  An  index  that  assigns  weights  to  each  medical  service;  die  weights 
represent  the  relativ  e  amount  to  be  paid  for  each  service.  The  RVS  used  in  the  Medicare  Fee 
Schedule  consists  of  three  components:  phvsician  work,  practice  expense,  and  malpractice 
expense.  See  Malpractice  Expense.  Medicare  Fee  Schedule,  Phvsician  Work,  Practice  Expense, 
Resource-Based  Relativ  e  Value  Scale. 

Relative  Value  Unit  (RVU):  The  unit  of  measure  for  a  relativ  e  value  scale.  RVUs  must  be 
multiplied  bv  a  dollar  conversion  factor  to  establish  payment  amounts.  See  Conversion  Factor, 
Relative  Value,  Relativ  e  Value  Scale. 

Resource-Based  Relative  Value  Scale  (RBRVS):  A  relative  value  scale  based  on  die  resources 
involved  in  providing  a  service.  See  Relative  Value  Scale. 

Revenue  Share:  The  proportion  of  total  revenue  devoted  to  a  particular  tvpe  of  expense. 
For  example,  the  practice  expense  revenue  share  is  that  proportion  of  revenue  used  to  pav  for 
practice  expense. 

Risk  Adjuster:  A  measure  used  to  adjust  payments  in  order  to  compensate  for  spending  that 
is  expected  to  be  lower  or  higher  than  average,  based  on  the  health  status  or  demographic 
characteristics  of  enrollees. 

Risk  Adjustment:  The  process  used  to  adjust  payments  to  plans  to  compensate  for  differences 
in  health  status  of  enrollees  across  plans. 

Risk  Contract:  See  Medicare  Risk  Contrac  t. 

Risk  Selection:  Any  situation  in  which  health  plans  differ  in  the  health  risk  associated  with  their 
enrollees  because  of  enrollment  choices  made  by  the  plans  or  enrollees.  As  a  result,  one  health 
plan's  expected  costs  differ  from  another's  due  to  underlying  differences  in  dieir  enrolled  popula- 
tions. See  Adverse  Selection,  Fav  orable  Selection. 

Risk  Sharing:  A  method,  such  as  outlier  payments,  that  places  a  health  plan  at  less  than  full  risk 
by  covering  the  cost  of  selected  services,  providing  additional  payment  amounts  for  high  cost 
patients  or  to  offset  plan  losses. 

Rural  Referral  Center:  Generally  large  rural  hospitals  that  Medicare  designates  as  serving 
patients  referred  bv  other  hospitals  or  by  physicians  who  are  not  members  of  the  hospital's 
medical  staff. 

Secondary  Insurance:  Any  insurance  that  supplements  Medicare  coverage.  The  three  main 
sources  for  secondary  insurance  are  employers,  privately  purchased  Medigap  policies,  and 
Medicaid. 

Site-of-Service  Differential:  The  difference  in  the  amount  paid  to  the  physician  when 
the  same  service  is  performed  in  different  practice  settings,  for  example,  a  colonoscopy  in 
a  physician's  office  or  a  hospital  clinic. 

Skilled  Nursing  Facility  (SNF):  An  institution  that  has  a  transfer  agreement  with  one  or  more 
hospitals,  provides  primarily  inpatient  skilled  nursing  care  and  rehabilitative  services,  and  meets 
other  specific  certification  requirements.  See  Nursing  Facility. 
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Social  Health  Maintenance  Organization  (S/HMO):  HCFA  demonstration  project  which 
expands  the  Medicare  benefit  package  in  order  to  reduce  or  slow  functional  impairment  of  frail 
beneficiaries.  Additional  covered  services  include  nursing  home,  homemaker,  transportation, 
drugs,  and  case  management  services. 

Standardized  Amount:  An  amount  used  as  the  basis  for  payment  under  PPS.  It  is  intended 
to  represent  the  national  average  operating  cost  of  inpatient  treatment  for  a  typical  Medicare 
patient  in  a  reasonably  efficient  hospital  in  a  large  urban  or  other  area.  Standardized  amounts 
are  based  on  Medicare  costs  reported  by  hospitals  for  cost  reporting  periods  ending  in  1982, 
adjusted  for  geographic  location  and  certain  hospital  characteristics,  such  as  teaching  activity. 
The  adjusted  amounts  are  updated  to  the  year  of  payment  by  an  annual  update  factor. 

Submitted  Charge:  The  charge  submitted  by  a  provider  to  the  patient  or  a  payer. 
See  Paid  Amounts. 

Supplementary  Medical  Insurance  (SMI):  The  part  of  the  Medicare  program  that  covers  the 
costs  of  physicians'  services,  outpatient  laboratory  and  X-ray  tests,  durable  medical  equipment, 
outpatient  hospital  care,  and  certain  other  services.  This  voluntary  program  requires  payment  of 
a  monthly  premium,  which  covers  25  percent  of  program  costs,  with  the  rest  covered  by  general 
revenues.  Beneficiaries  are  responsible  for  a  deductible  and  coinsurance  payments  for  most 
covered  services.  Also  called  Part  B  coverage  or  benefits. 

Supplier:  A  provider  of  health  care  services,  other  than  a  practitioner,  that  is  permitted  to  bill 
under  Medicare  Part  B.  Suppliers  include  independent  laboratories,  durable  medical  equipment 
providers,  ambulance  services,  orthotists,  prosthetists,  and  portable  X-ray  providers. 

Sustainable  Growth  Rate:  The  target  rate  of  expenditure  growth  set  by  the  sustainable  growth 
rate  system.  Similar  to  the  performance  standard  under  the  previous  volume  performance 
standard  system,  except  that  the  target  depends  on  growth  of  gross  domestic  product  instead  of 
historical  trends.  See  Sustainable  Growth  Rate  System,  Volume  Performance  Standard  System. 

Sustainable  Growth  Rate  System:  A  revision  to  the  volume  performance  standard  system, 
enacted  as  part  of  the  Balanced  Budget  Act  of  1997.  This  system  is  the  mechanism  for  setting 
fee  updates  for  the  Medicare  Fee  Schedule.  It  uses  a  single  conversion  factor,  bases  target  rates 
of  growth  on  growth  of  gross  domestic  product,  and  changes  the  previous  method  for  calculating 
the  conversion  factor  update  to  eliminate  the  two-  year  delay.  See  Volume  Performance  Standard 
System,  Conversion  Factor  Update. 

Swing-Red  Hospital:  A  hospital  participating  in  the  Medicare  swing-bed  program.  This 
program  allows  rural  hospitals  with  fewer  than  100  beds  to  provide  post-acute  care  services 
in  acute  care  beds. 

Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA):  Legislation  that,  among  other 
things,  established  limits  on  reimbursements  for  hospital  inpatient  operating  costs  per  Medicare 
discharge.  A  facility's  limit  is  derived  from  its  costs  in  a  base  year  updated  to  the  current  year  by  an 
annual  update  factor.  Medicare  payments  for  operating  costs  generally  may  not  exceed  the  facility's 
limit.  These  provisions  apply  generally  to  hospitals  and  units  excluded  from  PPS.  See  Excluded 
Hospitals  and  Distinct-Part  Units. 
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Total  Margin:  A  measure  that  compares  total  hospital  revenues  with  expenses  for  inpatient, 
outpatient,  and  nonpatient  care  activities.  The  total  margin  is  calculated  by  subtracting  total 
expenses  from  total  revenues  and  dividing  bv  total  revenues. 

Uncompensated  Care:  Care  rendered  bv  hospitals  or  other  providers  without  payment  from 
the  patient  or  a  government-sponsored  or  private  insurance  program.  It  includes  both  charity 
care,  which  is  furnished  without  the  expectation  of  payment,  and  bad  debts,  for  which  the 
provider  has  made  an  unsuccessful  effort  to  collect  pa\Tnent  due  from  die  patient. 

Update  Factor:  The  year-to-year  increase  in  base  payment  amounts  for  PPS  hospitals  and 
dialysis  facilities,  and  in  the  target  amounts  for  PPS-excluded  hospitals  and  units.  See  Market 
Basket  Index. 

Usual,  Customary,  and  Reasonable:  A  method  used  by  private  insurers  for  paving  physicians 
based  on  charges  commonly  used  by  physicians  in  a  local  community.  Sometimes  called  custom- 
ary, prevailing,  and  reasonable  charges.  See  Customary,  Prevailing,  and  Reasonable. 

Volume  and  Intensity  of  Services:  The  quantity  of  health  care  services  per  enrollee,  taking 
into  account  both  the  number  and  the  complexity  (or  mix)  of  the  services  provided. 

Volume  Offset:  The  change  in  the  number  and  mix  of  services  that  is  projected  to  occur  in 
response  to  a  change  in  fees.  A  50  percent  behavioral  offset  means  that  half  the  potential  savings 
from  a  fee  reduction  would  be  offset  by  increased  volume  and  intensity  of  services.  Used  to 
estimate  budget  effects  for  Medicare  payment  changes. 

Volume  Performance  Standard  (VPS)  System:  Recently  replaced  mechanism  to  adjust  fee 
updates  for  the  Medicare  Fee  Schedule  based  on  how  annual  increases  in  actual  expenditures 
compare  with  previously  determined  performance  standard  rates  of  increase.  See  Sustainable 
Growth  Rate  System. 

W  ork  Relative  Value:  A  value  that  reflects  the  average  amount  of  physician  work  incurred  in 
performing  a  particular  service,  relative  to  that  of  other  services.  See  Relative  Value  Scale. 
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